CONTRACTING  FOR  DEFENSE  FINANCE  AND 
ACCOUNTING  SERVICE  SUPPORT 


Report  No.  99-002 


October  5,  1998 


Office  of  the  Inspector  General 
Department  of  Defense 


DISTRIBUTION  STATEMENT  A 

Approved  for  Public  Release 
Distribution  Unlimited 

DITC  QUALITY  INSPECTED  4 


066 

is-  S3oa 


Additional  Information  and  Copies 

To  obtain  additional  copies  of  this  audit  report,  contact  the  Secondaiy  Reports 
Distribution  Unit  of  the  Analysis,  Planning,  and  Technical  Support  Directorate  at 
(703)  604-8937  (DSN  664-8937)  or  FAX  (703)  604-8932  or  visit  the  Inspector 
General,  DoD  Home  Page  at:  www.dodig.osd.mil. 

Suggestions  for  Audits 

To  suggest  ideas  for  or  to  request  future  audits,  contact  the  Planning  and 
Coordination  Branch  of  the  Analysis,  Planning,  and  Technical  Support  Directorate 
at  (703)  604-8908  (DSN  664-8908)  or  FAX  (703)  604-8932.  Ideas  and  requests 
can  also  be  mailed  to: 

OAIG-AUD  (ATTN:  APTS  Audit  Suggestions) 

Inspector  General,  Department  of  Defense 
400  Army  Navy  Drive  (Room  801) 

Arlington,  VA  22202-2884 

Defense  Hotline 

To  report  fraud,  waste,  or  abuse,  contact  the  Defense  Hotline  by  calling  (800)  424- 
9098;  by  sending  an  electronic  message  to  Hotline@dodig.osd.mil;  or  by  writing  to 
the  Defense  Hotline,  The  Pentagon,  Washington,  D  C.  20301-1900.  The  identity  of 
each  writer  and  caller  is  fully  protected. 


Acronyms 

CSC 

DEIS 

DFAS 

DFISS 

DISA 

EDS 

FAR 

FISC 

FSO 

JIEO 

VTI 


Computer  Sciences  Corporation 
Defense  Enterprise  Integration  Services 
Defense  Finance  and  Accounting  Service 
Defense  Financial  Integrated  Systems  Services 
Defense  Information  Systems  Agency 
Electronic  Data  Systems  Corporation 
Federal  Acquisition  Regulation 
Fleet  and  Industrial  Supply  Center 
Financial  Services  Organization 
Joint  Interoperability  Engineering  Organization 
Venture  Technology  International 


INSPECTOR  GENERAL 

DEPARTMENT  OF  DEFENSE 
400  ARMY  NAVY  DRIVE 
ARLINGTON.  VIRGINIA  22202 


October  5, 1998 

MEMORANDUM  FOR  DEPUTY  UNDER  SECRETARY  OF  DEFENSE 

(ACQUISITION  REFORM) 

DIRECTOR,  DEFENSE  PROCUREMENT 
DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING 
SERVICE 

SUBJECT:  Audit  Report  on  Contracting  for  Defense  Finance  and  Accounting  Service 
Support  (Report  No.  99-002) 


We  are  providing  this  audit  report  for  review  and  comment.  This  report  is  one  of 
three  reports  involving  contracting  at  the  Defense  Finance  and  Accounting  Service.  We 
conducted  the  audit  in  response  to  complaints  to  the  Defense  Hotline.  The  comments  of 
the  Director  of  Defense  Procurement  and  the  Defense  Finance  and  Accounting  Service 
were  considered  in  preparing  the  final  report. 


DoD  Directive  7650.3  requires  that  audit  recommendations  be  resolved  promptly. 
The  Director  of  Defense  Procurement  nonconcurred  with  Recommendation  A.  1  .a.  We 
have  revised  Recommendation  A.  1  .a.  to  include  what  we  believe  is  a  reasonable 
alternative  and  we  request  that  the  Director,  Defense  Procurement  comment  on  it.  We 
have  redirected  Recommendation  B.l.  to  the  Director  of  Acquisition  Education,  Training 
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Director  ofDefense  Finance  and  Accounting  Service  comments  on  Recommendations  A.  2 
and  B.2  were  responsive.  We  request  that  the  Director  of  Acquisition  Education,  Trainmg 
and  Career  Development  and  the  Director  ofDefense  Procurement  provide  comments  by 
December  7,  1998. 


We  appreciate  the  courtesies  extended  to  the  audit  staff.  Questions  on  the  audit 
should  be  directed  to  Mr.  Teny  L.  McKinney,  at  (703)  604-9288  (DSN  664-9288)  or 
Mr.  Bruce  A.  Burton,  at  (703)  604-9282  (DSN  664-9282).  See  Appendix  D  for  the 
report  distribution.  The  audit  team  members  are  listed  inside  the  back  cover. 

Robert  J.  Lieberman 
Assistant  Inspector  General 
for  Auditing 


) 


Office  of  the  Inspector  General,  DoD 


Report  No.  99-002 

(Project  No.  7CK-8009.02) 


October  5, 1998 


Contracting  for  Defense  Finance  and  Accounting 
Service  Support 


Executive  Summary 

Introduction.  This  report  is  the  third  in  a  series  involving  contracting  at  the  Defense 
Finance  and  Accounting  Service  (DFAS).  This  report  addresses  complaintstothe  _ 
Defense  Hotline  alleging  numerous  contracting  violations  from  FYs  1989  through  iw  / 
including  lack  of  competition,  failure  to  perform  acquisition  planning,  inadequate 
acquisition  controls,  and  unqualified  persons  accomplishing  acquisition  tasks,  all  resulting 
inadditional  costs  to  DFAS.  The  Office  of  the  Under  Secretary  of  Defense,  Director, 
Defense  Procurement  established  DFAS  as  a  contracting  organization  on  November  21, 
1996  but  it  did  not  become  functional  until  February  21,  1997.  Prior  to  1996,  DFAS 
obtained  contract  support  from  other  organizations.  We  reviewed  91  contracting  actions 
valued  at  $330  million  for  the  period  covered  by  the  complaints. 

Audit  Objectives.  The  primary  audit  objective  was  to  determine  whether  the  Hotline 
complaints  had  merit.  We  also  evaluated  the  management  control  program  as  it  applied  to 
the  objective. 

Audit  Results.  The  complaints  to  the  DoD  Hotline  had  merit.  DFAS  program  officials 
did  not  properly  perform  acquisition  functions,  and  DFAS  personnel  in  acquisition 
oriented  positions  did  not  meet  training  and  experience  requirements. 

•  All  91  contracting  actions  reviewed  had  problems.  DFAS  program  officials  did 
not  adequately  plan  and  manage  procurements.  Program  officials  routinely  used 
unauthorized  support  sources  on  existing  contracts  instead  of  planning  for  competition 
because  awards  could  be  made  quickly  to  preferred  contractors.  In  the  process,  program 
officials  failed  to  prepare  adequate  justifications  for  other  than  full  andopen  competition. 
We  identified  64  different  contracting  organizations  used  by  DFAS.  The  contracting 
officials  that  DFAS  used  circumvented  Federal  Acquisition  Regulation  requirements  lor 
full  and  open  competition  by  awarding  new  contracts  and  new  delivery  orders  to  existing 
contracts  without  adequate  justification  for  sole-source  procurements.  They  also  skewed 
the  award  process  on  new  contracts  and  delivery  orders  to  obtain  the  services  of  desired 
contractors.  In  addition,  contracting  officers  at  the  contract  support  organizations  did  not 
ensure  that  the  DFAS  requirements  were  within  the  contract  scope.  As  a  result.  Dr  AS 
did  not  receive  the  benefits  of  reduced  costs  associated  with  competition  (Finding  A). 

•  DFAS  did  not  identify  acquisition  positions  and  did  not  ensure  that  persoimel 
were  qualified  to  perform  acquisition  functions.  None  of  the  43  individuals,  out  of  the 
176  determined  to  be  performing  acquisition  and/or  program  management  functions,  was 
qualified.  As  a  result,  questionable  acquisition  practices  occurred  (Finding  a). 


The  DFAS  procurement  system  represented  a  material  management  control  weakness. 

See  Appendix  A  for  details  of  the  review  of  the  management  control  program. 

Summary  of  Recommendations.  We  initially  recommended  that  the  Director,  Defense 
Procurement  issue  a  memorandum  to  all  DoD  contracting  organizations  directing  them  to 
ensure  that  fair  and  open  competition  occurs;  adequate  justification  and  documentation 
exist  before  contracts  are  awarded;  and  requirements  are  within  the  scope  of  existing 
contracts.  In  addition,  we  recommend  that  the  Director,  Defense  Procurement  conduct  a 
procurement  management  review  of  DFAS  in  fiscal  year  1999  or  at  the  earliest  possible 
time,  and  in  coordination  with  this  review,  assist  DFAS  with  the  identification  of  all 
personnel  who  are  part  of  the  DFAS  acquisition  work  force  and  ensure  that  they  meet  the 
qualification  requirements  of  DoD  5000. 52-M,  “Acquisition  Career  Development 
Program.”  We  also  recommend  that  the  Director,  DFAS  establish  acquisition  plans; 
require  that  the  legal  office  of  DFAS  headquarters  review  and  approve  all  requests  to  use 
existing  contracts;  place  responsibility  for  issuing  Defense  Financial  Integrated  Systems 
Service  orders  under  the  DFAS  headquarters  contracting  activity;  require  that  any 
contracting  issues  be  directed  through  the  Director,  Resource  Management  Deputate, 
direct  that  all  contractor  personnel  be  provided  office  space  separate  and  distinct  from  that 
of  DFAS  employees;  and  request  Defense  Contract  Audit  Agency  to  conduct  a  review  of 
the  reasonableness  and  allowability  of  costs  charged  to  contract  DASG60-96-0012. 

Management  Comments.  The  Director  of  Defense  Procurement  did  not  believe  issuing 
a  memorandum  would  produce  much  effect.  The  Director  of  Defense  Procurement  did 
complete  a  procurement  management  review  of  DFAS  and  planned  to  issue  the  results  of 
the  review  late  in  fiscal  year  1998.  The  review  evaluated  the  contracting  workforce,  but 
the  Director  suggested  that  reviews  of  other  members  of  the  acquisition  workforce  within 
the  larger  DFAS  organization  should  be  directed  to  the  Director  of  Acquisition  Education, 
Training,  and  Career  Development.  The  Director  of  the  Defense  Finance  and  Accounting 
Service  concurred  with  Recommendations  A.2.a,  through  A.2.e  and  A2.g  and  A.2.h.  The 
Director,  DFAS  partially  concurred  with  Recommendation  A.2.f,  to  provide  separate 
office  space  for  contractor  employees,  stating  that  separate  office  space  would  be 
provided,  to  the  extent  possible,  to  contractor  personnel  at  DFAS  Headquarters  and  field 
offices.  See  Part  I  for  a  discussion  of  management  comments  and  Part  m  for  the 
complete  text  of  management  comments. 

Audit  Response.  Since  the  audit  disclosed  numerous  contracting  problems  involving 
DFAS  and  other  DoD  organizations,  existing  policy  memorandums  are  not  effective.  We 
believe  that  the  Director  of  Defense  Procurement  needs  to  reinforce  the  DoD  commitment 
to  the  various  procedures  and  principles  that  were  violated  by  a  large  number  of  DoD 
organizations.  We  have  rewritten  the  Recommendation  to  include  the  alternative  of  the 
Director  of  Defense  Procurement  forwarding  this  report  to  offices  that  were  involved  in 
questionable  transactions,  with  an  admonition  that  they  should  consider  the  lessons  to  be 
learned  We  have  redirected  the  recommendation  for  the  acquisition  workforce  as  the 
Director  suggested.  We  believe  the  Director  of  the  Defense  Finance  and  Accounting 
Service  comments  were  responsive.  We  request  that  the  Director  of  Acquisition 
Education,  Training  and  Career  Development  and  Director  of  Defense  Procurement 
comment  on  this  final  report  by  December  7,  1998. 
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Part  I  -  Audit  Results 


I 


Audit  Background 


We  performed  the  audit  in  response  to  complaints  to  the  Defense  Hotline  directed 
at  the  Defense  Finance  and  Accounting  Service  (DFAS).  Six  comP*a“5®  JJJ** 
received  and  reviews  are  reported  in  three  audit  reports.  Ttos  report  addresses 
two  complaints  about  contracting  practices  and  procedures  for  obtaining 
contractor  support  and  die  qualifications  of  DFAS  personnel  performing 
SSSnffions  Report  No.  98-099.  “Continued  Use  of.  Single  Contrartor 
For  Contract  Reconciliation  Work,”  April  2, 1998,  addresses  a 
Defense  Hotline  questioning  the  contracting  relationship  between  the  Defense 
Finance  and  Accounting  Service  and  the  Coopers  and  Lybrand  contrartor  The 
second  report.  Report  No.  98-132,  “Procurement  Practices  and  Procedures  for 
Obtaining  Contractor  Support  at  Defense  Finance  and  Accounting  Service 
Denver, ’^May  8,  1998,  addresses  a  complaint  to  the  Defense  Hotlme  concerning 
contracting  practices  and  procedures  for  obtaining  contractor  support  and  funding 
of  system  development  at  Defense  Finance  and  Accounting  Service-Denver. 

Defense  Finance  and  Accounting  Service.  DFAS  was  established  m  January 
1991  to  reduce  the  cost  and  improve  the  quality  of  DoD  financial  management  by 
consolidating  standardizing  and  integrating  finance  and  accounting  procedures, 
operations,  and  systems.  In  addition,  DFAS  identifies  and  implements  finance  and 
accounting  requirements,  systems,  and  functions  for  appropriated  and 
nonappropriated  funds,  working  capital  funds,  revolving  funds  and  trart  funds  _ 
The  goals  are  to  streamline  financial  operations  and  services  within  DoD,  ehmi  a 
redundancies,  and  initiate  standard  finance  and  accounting  operations  DFAS 
assumed  responsibility  for  all  finance  and  accounting  operations,  including  332 
associated  installation  finance  and  accounting  offices.  DFAS  consists  ot  a 
headquarters  staff,  5  field  centers  and  17  operating  locations. 

The  DFAS  headquarters  is  organizationally  accountable  to  the  Office  of  the  Under 
Secretary  of  Defense  (Comptroller).  The  DFAS  headquarters,  located  in 
Arlington,  Virginia,  provides  centralized  guidance,  control  and  oversight  of  finance 
and  accounting  operations  at  the  centers  and  operating  locations.  Operations  are 
decentralized  and  accomplished  by  the  centers  and  operating  locations.  The  five 
centers  are  located  in  Cleveland,  Ohio;  Columbus  Ohio.  Dcnver  Colorado, 
Indianapolis,  Indiana;  and  Kansas  City,  Missouri.  In  addition,  the  Financial 
Services  Organization  (FSO)  located  at  DFAS-Indianapohs,  provides  information 
technology  support  services  to  DFAS  on  a  fee-for-sennce  basis. 

Financial  Services  Organization.  The  FSO  is  a  subordinate  organization  of 
DFAS  and  reports  to  the  Director  of  DFAS  through  toe  DFAS  Deputy  Director 
for  Information  Management.  The  Director  of  FSO  and  the  DFASDeputy 
Director  for  Information  Management  are  the  same  person.  The  FS°dev*!°f.® 
and  maintains  automated  information  systems  for  finance  andaccountingimssions, 
integrates  new  technology  into  DFAS  busmess  processes,  and  manages  the  DFAS 
technology  infrastructure. 


Obtaining  Contract  Services.  The  Office  of  the  Under  Secretary  of  Defense, 
Director  Defense  Procurement  established  DFAS  as  a  contracting  organization  on 
November  21, 1996;  but  it  did  not  become  functional  until  February  21, 1997. 
Prior  to  1997,  DFAS  obtained  contracting  services  from  other  DoD  organizations 
and  other  Federal  agencies.  DFAS  headquarters  issues  internal  regulations  and 
memorandums  to  instruct  field  organizations  on  procedures  for  acquiring  goods 
and  services.  DFAS  headquarters,  in  an  effort  to  tighten  contracting  controls, 
obtained  contracting  services  from  the  Fleet  Industrial  Supply  Center  (nSC), 

San  Diego,  California  in  1994.  DFAS  headquarters  also  authorized  all  DFAS 
organizations  to  order  goods  and  services  from  the  Defense  Information  Systems 
Agency’s  (DISA)  Defense  Enterprise  Integration  Services  (DEIS)  contract.  If  the 
DFAS  field  organizations  did  not  use  either  FISC-  San  Diego  as  the  contracting 
office  or  the  DEIS  contract,  the  field  organizations  were  to  obtain  approval  via  a 
waiver  from  DFAS  headquarters. 

DFAS  Contracting.  The  DFAS  contracting  organization  became  functional 
February  21,  1997,  when  a  memorandum  was  issued  by  the  Director  of  DFAS  that 
provided  the  new  structure  and  policy  for  contracting.  The  Deputy  Director  for 
Resource  Management,  DFAS  center  Directors,  and  the  Director  of  the  FSO  were 
delegated  authority  to  approve  acquisition  requests.  All  acquisitions  were  to  be 
processed  through  a  respective  DFAS  contracting  support  office  located  at  DFAS 
headquarters,  the  centers,  or  the  FSO.  The  DFAS  Acquisition  Support  _ 
Organization  Director  was  appointed  the  competition  advocate  and  principal 
resident  contracting  officer.  The  Director  was  given  sole  authority  for  appointing 
contracting  officers  and  delegating  procurement  authority  in  the  support 
organization,  in  all  DFAS  procurements.  Contracting  officers  must  submit  a 
justification  and  approval  document  to  the  competition  advocate  for 
noncompetitive  acquisitions  in  excess  of  $500,000.  DFAS  Regulation  4200.1, 
“Acquisition  Structure  and  Policy,”  dated  June  2, 1997,  codified  the  procurement 
policy  established  in  the  February  21, 1997  memorandum. 

During  FY  1997,  the  DFAS  Acquisition  Support  Organization  processed  2,339 
contractual  actions  and  awarded  contracts  valued  at  SI 74.2  million.  As  of 
January  1,  1998,  the  DFAS  Acquisition  Support  Organization  consisted  of  36 
contracting  personnel  located  at  the  headquarters,  centers,  and  the  FSO. 


Audit  Objectives 

The  primary  objective  was  to  determine  whether  the  complaints  to  the  Defense 
Hotline  had  merit.  We  also  evaluated  the  management  control  program  as  it 
applied  to  the  objective.  See  Appendix  A  for  a  discussion  of  the  audit  process,  a 
review  of  the  management  control  program,  and  a  summary  of  prior  coverage 
related  to  the  audit  objective. 
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Finding  A.  Acquisition  Program 

DFAS  program  officials  did  not  adequately  plan  procurements.  Program 
officials  used  unauthorized  sources  to  obtain  support  on  existing  contracts 
instead  of  seeking  competition.  When  officials  did  initiate  new  contracts, 
the  services  of  the  desired  contractors  were  still  obtained.  We  identified 
problems  with  all  91  contracting  actions  reviewed  during  the  audit.  These 
problems  occurred  because: 

•  DFAS  program  officials  circumvented  Federal  and  internal 
procurement  policies  and  procedures  and,  in  some  cases,  mistakenly 
believed  that  delivery  order  awards  met  the  competition  requirements  of 
the  Federal  Acquisition  Regulation  (FAR), 

•  contracting  officers  at  support  organizations  violated  Federal 
procurement  regulations  by  allowing  DFAS  to  direct  work  to  specific 
contractors  through  existing  contracts  without  adequate  justification  and 
approval  for  other  than  full  and  open  competition,  and  without  assurance 
that  the  DFAS  requirement  was  within  the  contract  scope, 

•  contract  surveillance  or  oversight  was  not  performed,  and 

•  DFAS  had  no  management  controls  in  place  to  ensure  that 
procurement  policies  and  procedures  were  followed. 

As  a  result,  DFAS  did  not  receive  the  cost  benefits  associated  with 
competition. 


Acquisition  Process 


DFAS  Authorized  Sources  of  Support.  Prior  to  procurement  authorization  in 
November  1996,  DFAS  contract  support  was  provided  by  other  contracting 
organizations  Initially,  DFAS  used  the  DHIS  multiple  awards  contract  issued  by 
DISA  Subsequently,  FISC-San  Diego  was  selected  as  the  authorized  contracting 
support  source. 

In  a  November  20, 1993  memorandum,  DFAS  headquarters  announced  that  all 
DFAS  organizations  and  centers  could  use  the  DEIS  multiple  awards  contract. 

The  DEIS  contracts  included  six  prime  contractors  and  their  teams  of 
subcontractors.  The  contracts  provided  for  a  broad  range  of  services  including 
program  and  project  management,  integration  engineering  and  software 
development,  and  technical  management  planning. 

In  a  memorandum  dated  December  5, 1994,  DFAS  identified  FISC-San  Diego  as 
its  “authorized  contracting  activity.”  As  part  of  its  contracting  for  DFAS,  FISC- 
San  Diego  awarded  the  Defense  Financial  Integrated  Systems  Services  (DFISS) 
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Finding  A.  Acquisition  Program 


contract  in  September  1996  as  a  multiple  award  acquisition  to  four  prime 
contractors  and  their  teams.  Each  prime  contractor  had  a  team  of  subcontractors. 
The  contracts  were  designed  to  provide  support  for  DFAS  automated  systems 
development,  maintenance,  and  deployment  efforts.  The  DFISS  and  DEIS 
contracts  provided  competition  and  met  FAR  requirements  for  competition 
between  prime  contractors.  The  multiple  awards  approach  is  based  on  the 
principle  that  each  contractor  is  capable  of  performing  any  of  the  tasks. 

DFAS  used  existing  and  new  contracts  to  satisfy  requirements.  DFAS  program 
officials  used  authorized  sources  to  award  new  contracts.  However,  DFAS  used 
unauthorized  sources  to  obtain  services  of  preferred  contractors  on  existing 
contracts.  We  identified  64  different  contracting  organizations  that  DFAS  used  for 
contract  support.  We  reviewed  91  contracting  actions  (47  existing  and  44  new} 
valued  at  $330  million,  issued  by  15  organizations.  Problems  were  identified  with 
all  91  actions.  DFAS  was  unable  to  reconcile  the  Military  Interdepartmental 
Purchase  Requests  and  other  money  transfers  to  quantify  a  defined  universe.  The 
following  figure  shows  the  scope  of  contracts  reviewed  during  the  audit.  See 
Appendixes  C  and  D  for  more  detailed  information. 


Now  Contracts 


$.275  Million 
$39.7  Million 


B  Authorized  Sources 
□  Non  Authorized  Sources  Outside  DoD 
■  Non  Authorized  Sources  Wthin  DoD 


Figure  1.  Scope  of  Contracts  Reviewed  FYs  1989  through  1997. 

Selecting  Sources  of  Contractor  Support  DFAS  program  officials  routinely 
selected  contractors  that  they  preferred  instead  of  competing  requirements  on  new 
contracts.  Procurement  acquisition  files  for  existing  contracts  did  not  contain 
evidence  of  advance  planning  or  market  research  to  maximize  competition,  m 
addition,  there  was  no  evidence  of  justification  and  approvals  for  other  than  full 
and  open  competition.  Contracting  officers  at  DFAS  contracting  support 
organizations  should  not  have  added  DFAS  requirements  to  their  existing 
contracts  without  adequate  justification  for  other  than  full  and  open  competition. 
The  contracting  officers  were  ultimately  responsible  for  ensuring  compliance  with 
the  FAR  competition  requirements. 
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Existing  Contracts 


Existing  contracts  including  the  DEIS  multiaw&rd  contract,  provided  DF AS  with  a 
fast  and  easy  way  to  satisfy  its  requirements  with  the  contractor  of  choice.  In  so 
doing,  however,  procurement  policies  and  procedures  were  circumvented  and  the 
competitive  process  bypassed.  The  following  table  summarizes  the  problems 
identified  related  to  DFAS  use  of  existing  contracts. 


Table  1.  Summary  of  Existing  Contract  Problems 


Problem  Areas 

Number  of 
Occurrences 

Percent  of 
Occurrence 

No  evidence  of  acquisition  planning 

47  of  47 

100 

Work  directed  to  preferred 
contractors 

47  of  47 

100 

Inherently  governmental  functions 
contracted  out 

5  of  9* 

56 

No  waiver  for  non-DFAS  authorized 
contracting  source  (six  contracts  did 
not  require  waivers) 

39  of  41 

95 

No  evidence  of  justification  and 
approvals  for  other  than  foil  and  open 
competition 

47  of  47 

100 

Unjustified  use  of  contracting  support 
organizations  outside  of  DoD 
(Economy  Act) 

14  of  14 

100 

Work  directed  to  subcontractors 

13  of  47 

28 

’ Our  review  of  inherently  governmental  functions  was  limited  to  nine  contracting  actions  with  the 
U.S.  Army  Cost  and  Economic  Analysis  Center  for  work  performed  by  Tecolote  Research,  Inc. 


Acquisition  Planning 


Agencies  must  perform  acquisition  planning  and  market  research  to  establish  foil 
and  open  competition  as  directed  by  FAR  Part  7,  “Acquisition  Planning.  To 
attain  the  acquisition  objectives,  plans  should  identify  decisions  and  milestones  and 
address  all  technical,  business,  management  and  other  significant  considerations  to 
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control  the  acquisition  including  such  elements  as  contract  history,  cost,  extent  and 
results  of  market  research,  basis  for  obtaining  competition,  and  timing  for 
submission  and  evaluation  of  proposals.  Acquisition  planning  should  begin  as  soon 
as  a  need  is  identified,  preferably  well  in  advance  of  the  fiscal  year  in  which 
contract  award  is  necessary.  The  regulation  also  states  that  requirements  and 
logistics  personnel  should  avoid  issuing  requirements  on  an  urgent  basis  or  with 
unrealistic  delivery  or  performance  schedules,  since  it  generally  restricts 
competition  and  increases  prices. 

The  DFAS  acquisition  process  included  hasty  procurements  with  no  evidence  of 
long-term  acquisition  planning.  DFAS  acquisition  planning  was  not  evident  m  any 
of  the  47  contracting  actions  reviewed  involving  existing  contracts  Instead, 

DFAS  managers  knew  the  contractors  they  wanted  and  made  their  desires  known 
to  the  contracting  officers  who  in  turn  awarded  contracts/orders  as  requested. 


Preferred  Contractors 


All  of  the  47  contracting  actions  reviewed  totaling  $41.1  million,  were  awarded  to 
preferred  contractors  through  the  use  of  existing  contracts,  including  the  DEIS 
multiaward  contract. 

Use  of  DEIS  Multiaward  Contracts.  DFAS  program  officials  misused  the  DEIS 
multiple  award  contracting  arrangements  by  directing  work  to  selected 
contractors.  Rather  than  compete  the  orders  as  required  under  a  multiaward 
procurement,  DFAS  preselected  the  contractor,  and  in  some  cases  the 
subcontractor.  Five  of  the  47  contracting  actions  reviewed,  totaling  $13.4  million, 
involved  the  DEIS  contract. 

DFAS  acquisition  personnel  directed  work  on  the  DEIS  contract  by  forwarding 
the  “DEIS  Requirements  Package  Checklist”  to  DISA.  The  checklist  included  a 
contractor  preference  line  item,  where  DFAS  indicated  its  preferred  contractor  for 
the  acquisition.  DFAS  selected  specific  contractors  without  adequately 
determining  if  that  contractor  presented  the  best  value  to  the  Government. 

Each  contractor  on  the  DEIS  multiple  award  was  only  guaranteed  a  minimum 
amount  of  work,  but  all  of  the  contractors  had  the  necessary  experience  and  _  _ 
capability  to  perform  any  of  the  tasks  awarded.  However,  when  DFAS  acquisition 
personnel  expressed  a  preference  for  a  specific  contractor,  that  contractor 
consistently  received  the  award. 

For  example,  the  FSO  decided  that  Electronic  Data  Systems  Corporation  fEDS) 
was  die  preferred  contractor  for  a  requirement  for  electronic  commerce/  electronic 
data  interchange.  The  FSO  indicated  that  EDS  should  be  selected  because: 
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EDS  has  the  knowledge,  experience  and  skills  required  to  perform 
the  duties  outlined  in  the  statement  of  work ....  EDS  consultants  are 
experts  in  the  field  of  EC/EDI  (electronic  commeroe/electronic  data 
interchange],  and  would  provide  the  technical  drills  required  to  meet 
this  requirement  in  a  timely  manner . . .. 

DFAS  acquisition  personnel  submitted  a  $3  million  contracting  action  to  DISA, 
stating  that  the  services  were  to  be  provided  by  EDS.  As  a  result,  EDS  was 
awarded  the  delivery  order  without  being  competed  among  the  other  qualified 
multiple  award  contractors.  Neither  DFAS  nor  DISA  determined  whether  the 
award  to  EDS  was  cost-effective  to  the  Government. 

In  another  situation,  the  FSO  determined  that  EDS  was  the  preferred  contractor 
for  a  training  requirement.  As  a  result,  DFAS  acquisition  personnel  submitted  a 
contracting  action  to  DISA  in  the  amount  of  $6.8  million,  stating  that  the  services 
were  to  be  provided  by  EDS.  DFAS  again  preselected  EDS  for  the  requirement 
under  the  DEIS  contract.  Furthermore,  contracting  officers  at  DISA  did  not 
challenge  the  requirement  for  a  preferred  contractor. 

Use  of  Tecolote  Research,  Inc.,  Contracts.  Twelve  of  the  47  contracting  actions 
reviewed  totaling  $5.3  million,  were  for  work  directed  to  Tecolote  Research,  Inc. 
as  shown  in  the  table  below. 

Table  2.  Tecolote  Research,  Inc.  Contracting  Actions 


Buying  Office 

Number  of 
Contract 
Actions 

Dollar  Amount 
(millions) 

Yearfs) 

ASC/FMPP 

Wright-Patterson  Air  Force  Base 

1 

$.6 

1994 

U.S.  Army  Cost  and  Economic 
Analysis  Center 

9 

3.6 

1995/1996 

U.S.  Army  Space  and  Strategic 
Defense  Command 

2 

1.1 

1995 

Tecolote  Research,  Inc.  did  not  provide  exclusive  and  unique  services  in  its 
contracts.  Other  contractors  were  available  with  the  capabilities  to  provide  similar 
services.  This  is  illustrated  by  the  fact  that  prior  to  the  expiration  of  the  Tecolote 
Research,  Inc.  contract  with  the  U.S.  Army  Space  and  Strategic  Defense 
Command  in  February  1996,  the  Army  solicited  competitive  bids  for  a  follow-on 
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contract.  Three  contractors  were  determined  qualified  to  satisfy  the  DFAS 
requirement.  Mevatec  Corporation  won  the  award  over  two  other  competitors, 
one  of  whom  was  Tecolote  Research,  Inc. 


Inherently  Governmental  Functions 


We  reviewed  nine  contracting  actions,  totaling  S3 .6  million  performed  by  Tecolote 
Research,  Inc.  under  the  U.S.  Army  Cost  and  Economic  Analysis  Center  contract. 
Five  of  these  contracting  actions  ($2.6  million)  were  for  inherently  governmental 
functions.  DFAS  should  have  performed  this  work  in-house  as  opposed  to 
contracting  out  because  the  work  involved  the  DFAS  strategic  business  plan.  The 
strategic  business  plan  entailed  inherently  governmental  functions,  primarily 
involving  collecting,  documenting,  and  analyzing  management  plans  for  all  DFAS 
goals  and  objectives.  According  to  the  Government  Performance  and  Results  Act 
of  1993,  strategic  planning  is  considered  an  inherently  governmental  function  and 
should  be  performed  only  by  Federal  employees.  DFAS  use  of  the  U.S.  Army 
Space  and  Strategic  Defense  Command  contract  with  Tecolote  Research,  Inc.,  was 
also  out  of  the  contract  scope. 


Waiver  Requirements 


DFAS  program  officials  did  not  adhere  to  internal  policies  on  the  use  of  authorized 
sources  for  contract  support.  In  an  effort  to  tighten  contracting  controls  DFAS 
headquarters  authorized  its  organizations  to  order  goods  and  services  from  the 
DEIS  contract,  or  to  obtain  contracting  support  from  FISC-San  Diego.  If  the 
DFAS  organization  did  not  use  FISC-San  Diego  or  the  DEIS  contract, 
headquarters  had  to  approve  a  waiver.  However,  DFAS  files  contained  no 
evidence  to  show  that  waivers  to  purchase  from  unauthorized  sources  were 
prepared,  requested,  or  approved  for  39  of  the  41  contracting  actions  requiring 
them. 

DFAS  used  unauthorized  sources  to  obtain  support  on  existing  contracts  instead  of 
seeking  competition  because  awards  could  be  made  quickly  to  preferred 
contractors.  DFAS  used  10  different  contracting  organizations  to  obtain  support 
on  the  41  contracting  actions. 

Different  contracting  organizations  were  used  to  obtain  support  from  the  same 
contractor  for  similar  scopes  of  work.  DFAS  used  six  different  contracting 
organizations,  including  one  through  Economy  Act  orders,  to  obtain  contract 
support  from  Coopers  and  Lybrand.  DFAS  officials  used  Coopers  and  Lybrand  as 
a  prime  contractor  through  two  of  the  six  contracting  activities.  Simultaneously, 
DFAS  used  the  other  contracting  organizations  to  obtain  Coopers  and  Lybrand 
services  as  a  subcontractor  while  needlessly  paying  prime  contract  overheads  and 
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profits.  Three  of  the  contracts  included  in  the  following  chart  ($73  of  the  $81 
million)  are  discussed  in  greater  detail  in  Inspector  General,  DoD,  Report  No.  98- 
099,  “Audit  of  the  Continued  Use  of  a  Single  Contractor  For  Contract 
Reconciliation  Work,”  April  2,  1998. 


Navy  EDS 


Figure  2.  Contracting  mechanisms  used  to  obtain  Coopers  and  Lybrand. 


Justification  and  Approval  for  Other  Than  Full  and  Open 
Competition 


FAR  Part  6,  “Competition  Requirements,”  requires  that  written  justification  be 
approved  whenever  other  than  full  and  open  competition  is  permitted.  Although 
DFAS  program  officials  initiated  the  sole-source  procurements,  the  contracting 
officers  at  support  organizations  were  ultimately  responsible  for  assuring  that  the 
procurements  had  valid  justification  and  approval  for  other  titan  full  and  open 
competition  before  adding  DFAS  reauirements  to  their  existing  contracts.  None  of 
the  47  contracting  actions  reviewed  nad  a  valid  justification  and  approval. 
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Contract  Support  Organizations  Outside  of  DoD 


DFAS  use  of  existing  contracts  to  satisfy  requirements  included  contracting 
outside  of  DoD  through  use  of  the  Economy  Act.  We  reviewed  14  contracting 
actions,  totaling  $3.9  million,  that  were  for  contract  support  from  contracting 
organizations  outside  of  DoD.  The  use  of  contracting  organizations  outside  of 
DoD  had  to  meet  certain  requirements  as  stated  in  a  February  8,  1994 
memorandum  issued  by  the  Secretary  of  Defense.  The  memorandum  requires  that 
the  requesting  agency  or  designee  determine  that:  the  ordered  supplies  or  services 
can  not  be  obtained  as  conveniently  and  cheaply  by  contracting  directly  with  a 
private  source;  the  servicing  agency  has  unique  expertise  or  ability  not  available 
within  DoD;  the  supplies  or  services  clearly  are  within  the  organizational  scope  of 
the  servicing  agency;  and  the  agency  normally  contracted  for  those  supplies  or 
services  for  itself.  All  14  contracting  actions  issued  through  the  Economy  Act 
were  not  justified  and  violated  the  memorandum. 

For  example,  the  FSO  contracted  for  the  acquisition  of  computers  and  related 
equipment  through  the  National  Institute  of  Health.  The  computers  and  related 
equipment  for  11  orders  valued  at  $3.1  million  in  FYs  1996  and  1997  were  not 
unique  and  could  have  been  obtained  within  DoD.  The  FSO  had  no  supporting 
documentation  for  the  decision  to  use  non-DoD  sources  for  contract  support. 
Although  the  FSO  officials  stated  that  National  Institute  of  Health  contracts  were 
cost-effective  for  the  acquisition  of  the  computers  and  equipment,  there  was  no 
supporting  documentation. 


Work  Directed  to  Subcontractors  Through  Existing  Contracts 


DFAS  went  further  than  just  directing  work  to  the  preferred  contractor.  In  13 1  out 
of  47  orders  reviewed  on  existing  contracts,  DFAS  used  existing  contracts  to  find 
the  preferred  source  that  was  performing  work  as  a  subcontractor  without 
attempting  to  locate  an  existing  contract  where  the  preferred  source  was  the  pnme 
contractor.  This  practice  not  only  circumvented  the  requirements  for  competition, 
but  also  resulted  in  the  Government  spending  excessive  funds. 

For  example,  DFAS  used  the  DEIS  contract  with  Computer  Sciences  Corporation 
(CSC)  to  obtain  the  services  of  Venture  Technology  International  (VTI). 
Justification  for  the  selection  stated  that  VTI  “has  significant  experience  with  the 
DFAS  systems  used  by  senior  DFAS  managers.”  DFAS  had  selected  CSC  as  the 
prime  contractor  to  obtain  VTI’s  services  when  it  prepared  the  Military 
Interdepartmental  Purchase  Request  to  fond  the  acquisition.  However,  VTI  was 
not  part  of  the  CSC  DEIS  teaming  arrangement.  Therefore,  DFAS  set  up  the 
teaming  arrangement  with  VTI  and  CSC  as  a  one-time  effort.  As  *  rejjuft,  CSC 
indicated  in  its  delivery  order  proposal  that  VTI  would  be  part  of  the  CSC  team 
“as  a  unique  one-time  subcontractor.”  However,  this  rationale  was  used  on  more 
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than  one  occasion  to  obtain  VTI  services.  Three  orders  totaling  $2.9  million  were 
issued  on  the  DEIS  contract  during  FYs  1996  and  1997.  The  taskmgs  were 
divided  between  CSC  and  VTI  as  follows: 


VTI  will  provide  the  Delivery  Order  Project  Leader  and  functional 
area  expertise ....  The  CSC  Program  Management  Office  (PMO)  will 
provide  oversight  as  described  in  the  contract  ....  The  unique 
capabilities  and  experience  provided  by  VTI  are  not  currently  available 
within  the  CSC  DEIS  Team  ....  VTI  has  an  established  working 
relationship  with  the  DFAS  staff  and  knowledge  of  their  processes . . .. 


Contract  Scope 

We  also  identified  two  instances  where  DFAS  requirements  were  outside  the 
contract  scope. 

DFAS  used  the  U.S.  Army  Space  end  Strategic  Defense 
Tecolote  Research,  Inc.  to  fulfill  a  requirement  for  cost  analysis  related  to  the 
DFAS  reorganization.  The  scope  of  the  contract,  however,  was  to  provide 
strategic  cost  analysis  research  for  strategic  and  theatre  defense  components  or 
systems.  The  DFAS  requirement  was  out  of  the  contract  scope.  A  review  of  the 
nr.  a  n  j _ u. >  «tin  tt  c  a rmv  Snar*  and  Strategic  Defense  Command 
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be  encompassed  within  the  scope  of  work.  Legal  further  statedthat  thecontract 
award  was  based  on  competition  for  cost  estimating  related  to  defense  strategic 
systems.  Had  the  offerors,  at  the  time  of  the  competition,  been  advised  that  an 
entirely  different  effort  was  contemplated;  file  field  of  competition  would  have 
included  those  in  the  general  cost  analysis  business.  Despite  the  scope  concerns. 
Army  contracting  officials  allowed  the  order  to  proceed. 

In  another  example,  DFAS  lack  of  planning  led  program  officials  to  recommend 
using  an  existing  contract  as  a  quick  way  to  meet  requirements  eventhougi 
internal  correspondence  indicated  that  the  statements  of  work  needed  rewntmgto 
bring  them  within  the  scope  of  the  existing  ^gicon  Fourth  ^n^tiOT  Technology 
contract.  The  internal  correspondence  stated  ...  like  all  of  them,  though,  w 
Financial  Services  Activity  -  Denver  wants  extremely  quick  tom  around ..  -The 
Financial  Services  Activity  -  Denver  initiated  this  requirement  OnMay  13  1996 
the  DFAS  Director  for  Acquisition  Requirements  Management  prepared  * "JKJ* 
from  using  FISC  and  justified  it  based  on  the  fact  that  the  existing  contract  wth 
Logicon  Fourth  Generation  Technology,  Inc,  was  fiie  mort  adv^tagwus  and 
cost-effective  to  the  Government.  However,  2  days  later,  the  legal  office  at  the 
contracting  organization  rejected  the  requirement  as  out  of  scope.  Internal 
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correspondence  from  a  program  official  the  same  day  stated  Ok,  as  planned  we 
need  to  fall  back  to  JIEO.”  The  Joint  Interoperability  Engineering  Organization 
(JIEO)  contract  was  also  with  the  same  contractor. 


New  Contracts 


Acquisition  planning  problems  still  existed  when  new  contracts  were  awarded 
Even  as  contracting  procedures  improved,  DFAS  officials  used  faulty  justifications 
for  sole-source  contracts  and  skewed  the  award  process  for  competitive 
procurements,  so  that  the  desired  prime  contractors  or  subcontractors  would  be 

selected. 

We  reviewed  44  contracting  actions,  totaling  $288.9  million,  involving  the  use  of 
new  contracts  awarded  during  FYs  1994  through  1997.  We  reviewed  ll  new 
awards  valued  at  $259.3  million  made  by,  or  on  behalf  of,  DFAS,  and. 33  orders 
totaling  $29.6  million  under  the  DFISS  contract.  The  DFAS  contracting 
organization  awarded  10  of  the  reviewed  actions,  totaling  $8  6  million.  Two  of 
the  contracts  were  sole  source  and  the  other  contracts,  including  the  DFISS 
contracts,  were  considered  by  DFAS  to  be  competitive.  The  following  table 
summarizes  the  problems  relating  to  DFAS  use  of  new  contracts. 

Table  3.  Summary  of  Problems  on  Use  of  New  Contracts 

Number  of  Percent  of 


Problem  Areas _ 

Faulty  justifications  for  other  than  foil 
and  open  competition 

Work  directed  to  preferred 
contractors 

Work  directed  to  subcontractors 


4  of  4 


28  of  44 
7  of  44 


Justification  of  Contractor  Selection 


The  four  sole  source  contracts  reviewed,  totaling  over  $40  million,  included  faulty 
justifications  for  other  than  foil  and  open  competition.  For  example,  when  two 
sole-source  contracts,  valued  at  over  $38  million,  were  awarded  after  DFAS  was 
established  in  1991,  the  Defense  Logistics  Agency  and  DFAS  failed  to  consider 
other  potential  sources  capable  of  performing  contract  reconciliation  work. 

Instead  DLA  and  DFAS  relied  on  faulty  justifications  that  resulted  in  the  continued 


use  of  the  incumbent  contractor  (see  Report  98-099,  Appendix  B  for  details).  In 

one  case,  justifying  unique  status  was  not  valid  since  other  contractors  were 

capable  of  performing  the  work.  In  one  other  instance  a  requirement  was  deemed 
“urgent”  only  after  DFAS  delayed  in  contracting  for  a  known  requirement.  The 
japfr  of  advance  planning  in  accordance  with  FAR  Part  6  is  not  justification  for  a 
sole  source  award. 


Preferred  Contractors 

Twenty-eight  of  the  44  contracting  actions  reviewed,  totaling  $63  nullion,  were 
awarded  to  preferred  contractors  through  the  use  of  new  contracts,  including  the 
DFISS  multiaward  contract. 

Use  of  DFISS  Multiaward  Contracts.  DFAS  program  officials  changed  delivery 
order  evaluations  to  favor  preferred  contractors  when  awarding  orders  through  the 
DFISS  contract.  Because  of  these  changes  and  other  biases  in  the  evaluation 
process  DFAS  officials  were  able  to  select  preferred  contractors  in  22  out 
of  33  DFISS  orders  that  we  reviewed.  These  22  orders  were  valued  at 
$22  million.  Delivery  order  evaluations  were  changed  and  evaluation  rating 
factors  included  restrictive  criteria  to  direct  work  to  the  preferred  source. 

For  example,  EDS  was  the  desired  contractor  for  delivery  order  10,  valued  at 
$5.9  million,  during  FY 1997  because  EDS  had  performed  similar  work  under  a 
prior  contract.  The  initial  EDS  proposal  was  rated  only  “good”  technically 
Furthermore,  EDS  proposed  a  price  that  was  higher  than  any  other  offer  and 
almost  $2  million  higher  than  the  lowest  bidder.  Based  on  the  rating  and  the 
highest  cost,  it  would  have  been  very  difficult,  if  not  impossible,  to  justify  an  award 
to  EDS.  Therefore,  DFAS  program  officials  initiated  a  change  to  the  evaluation 
factors  by  adding,  for  the  first  tune,  a  factor  called  transition,  and  also  changed  the 
technical/cost  ratio.  These  changes  allowed  DFAS  program  officials  to  reevaluate 
the  competitors. 

Internal  correspondence  indicated  that  DFAS  program  officials  realized  that 
adding  a  transition  factor  could  be  a  conflict  of  interest  by  requiring  contractors  to 
make  technical/cost  trade-off  decisions  that  should  be  made  by  management. 
Therefore,  the  officials  changed  the  name  of  the  rating  factor,  but  continued  to 
include  requirements  that  favored  the  incumbent  contractor.  Each  contractor  was 
required  to  submit  its  best  and  final  offer  for  the  order.  DFAS  program  officials 
changed  the  EDS  technical  rating  to  outstanding  during  the  best  and  final  offer 
evaluations  and  justified  die  ratings  as  follows: 

...  as  the  incumbent,  EDS  already  possesses  the  knowledge  for  this 
area  . . .  EDS  already  possesses  the  functional  knowledge  required  for 
this  area,  being  that  they  are  the  incumbent . . .. 
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Also  EDS  reduced  its  cost  in  subnutting  its  best  and  final  offer.  The  evaluation 
was  further  biased  on  the  fact  that  EDS  was  given  credit  for  being  the  incumbent, 
even  though  this  was  die  first  competitive  award  of  this  work  under  the  contract. 
EDS  had  done  similar  work  under  a  prior  contract.  At  that  point  an  award  to 
EDS  was  feasible  and  the  contractor  was  awarded  the  order. 

In  another  situation  discussions  between  contracting  officials  clearly  stated  that  the 
customer  (DFAS)  wanted  the  incumbent  contractor  from  a  prior  contract,  wen 
though  it’s  price  was  over  50  percent  higher  than  either  of  the  other  two  offerors. 
Contracting  officials  changed  one  of  the  other  contractor’s  ratings  from  good  to 
poor,  but  questioned  their  own  decision  in  the  following  note: 

Don’t  you  ...  are  setting  ourselves  up  for  troubles  ahead. 

How  can  one  contractor's  tech  eval  go  from  good  to  poor  where  the 
sow  and  the  lctr’s  proposal  did  not  change .... 

Later  in  the  same  discussion  the  other  contracting  official  acknowledged.  This 
one  is  getting  messy.” 

Restrictive  Criteria.  We  determined  that  5  of  the  22  orders,  totaling 
$2.3  million,  included  restrictive  criteria  in  the  award  evaluation  process  requiring 
that  the  contractor  have  personnel  on-site  to  start  work  within  1  to  7  days  after 
award.  The  incumbent  was  therefore  favored  and  rated  higher  because  personnel 
were  already  on-site.  This  restrictive  criteria  prevented  adequate  competition  on 
orders. 


Follow-On  Orders.  The  selection  of  favored  contractors  was  significant 
because  follow-on  requirements  were  awarded  to  the  same  contractor  on  a 
noncompetitive  basis.  While  we  identified  four  such  orders,  valued  at  $6.6  million, 
the  problem  almost  certainly  will  be  much  broader  since  as  many  as  50  percent  of 
the  orders  could  be  awarded  as  noncompetitive  follow-on  orders.  The  total 
anticipated  value  of  the  multiaward  contracts  is  approximately  $500  million. 

Award  Decision  Documentation.  Fourteen  of  the  22  orders  were 
awarded  to  a  contractor  that  did  not  submit  the  lowest  bid.  Furthermore,  the 
award  decisions  were  not  documented  in  sufficient  detail  to  allow  an  independent 
reviewer  to  reach  the  same  decision.  DFAS  program  officials’  rationale  for  source 
selection  was  documented  by  brief  narrative  statements.  The  basis  for  differences 
in  ratings  for  each  evaluated  criteria  were  not  readily  discernible  to  independent 
reviewers.  In  addition,  documents  supporting  the  evaluation  of  the  technical/cost 
trade  offs  between  contractors  were  cursory  in  nature  and  did  not  fully  document 
the  award  decisions. 

Issuance  of  DFISS  Orders.  As  of  June  30, 1997,  the  DFAS  contorting 
office  at  the  FSO  was  given  contracting  authority  for  the  DFISS  contract.  DFAS 
program  officials  who  once  pressured  contracting  officers  to  award  to  preferred 
sources  are  now  in  a  position  to  control  awards.  Unless  controls  are  strengthened, 
DFAS  program  officials  may  continue  to  circumvent  competition  and  perhaps 
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further  defy  regulations.  Until  controls  are  in  place,  the  responsibility  for  issuing 
DFISS  orders  should  be  removed  from  the  FSO  and  placed  with  DFAS 
headquarters. 

Use  of  Contracts  Other  Than  the  DFISS  Multiaward  Contracts.  The  same 
decision  process  was  also  evident  in  our  review  of  new  contracts  other  than  the 
DFISS  multiaward  contracts.  Six  of  the  1 1  new  contracts  reviewed,  totahng 
$39  million,  included  skewed  contracting  actions  to  obtain  the  services  of  their 
preferred  contractors. 


Work  Directed  to  Subcontractors  Through  New  Contracts 


DFAS  program  officials  went  beyond  directing  work  to  prime  contractors. 

Officials  also  directed  work  to  subcontractors.  The  desired  subcontractors  were 
selected  through  an  award  to  the  prime  contractor.  In  these  cases,  the 
Government  spent  additional  funds  not  only  for  lost  competition  but  also  by  paying 
unnecessary  prime  contractor  overhead  and  profits.  Seven  of  the  44  contracting 
actions,  including  4  DFISS  orders  and  3  new  contracts,  totaling  $8.3  million,  were 
awarded  to  preferred  subcontractors  through  a  prime  contractor. 

For  example,  DFAS  used  the  DFISS  contract  with  EDS  to  obtain  the  services  of 
Coopers  &  Lybrand  during  December  1996.  DFAS  directed  the  work  to  EDS 
through  the  DFISS  evaluation  award  process  with  the  intention  of  obtaining  the 
services  of  Coopers  and  Lybrand.  The  requirements  for  this  order  included 
development  of  a  Standard  Cash  Accountability  System.  This  effort  was  not  so 
complex  that  only  a  specific  subcontractor  could  perform  the  work.  Coopers  and 
Lybrand  was  selected  because  of  work  on  a  related  DFAS  system.  The  delivery 
order  award  to  EDS  and  Coopers  and  Lybrand,  valued  at  $668,745,  may  have 
resulted  in  the  Government  unnecessarily  spending  $258,907  —  the  difference 
between  the  EDS  bid  and  that  of  the  lowest  bidder. 

We  also  identified  three  competitive  awards  made  during  FY  1997,  totaling 
$529  000,  by  the  newly  established  DFAS  headquarters  contracting  office  from  the 
General  Services  Administration  Federal  Supply  Schedule.  The  three  awards  were 
made  to  Anadac,  Inc.,  for  work  to  be  performed  by  its  subcontractor,  Tecolote 
Research,  Inc.  DFAS  contracting  officials  provided  an  unfair  advantage  to 
Anadac,  Inc.  by  stipulating  very  short  time  frames  in  the  solicitations,  which 
favored  its  subcontractor  Tecolote  Research,  Inc.  and  prevented  other  contractors 
from  responding.  In  effect,  DFAS  contracting  officials  used  the  Federal  Supply 
Schedule  as  a  mechanism  to  continue  obtaining  the  services  of  Tecolote  Research, 
Inc.  This  occurred  after  the  DFAS  legal  office  issued  an  opinion  disagreeing  with 
a  DFAS  competition  advocate  decision  to  grant  a  waiver  to  allow  DFAS  to 
contract  with  Tecolote  Research,  Inc.  through  a  U.S.  Army  Cost  and  Economic 
Analysis  Center  contract. 
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The  Federal  Supply  Schedule  requires  that  requirements  be  competed  from  a 
minimum  of  three  Federal  Supply  Schedule  contractors.  Thej contracting  office 
determines  the  competing  contractors.  DFAS  contracting  officials  chose  Anadac, 
Inc  as  one  of  the  contractors  in  each  of  the  solicitations  to  obtain  the  services  ox 
its  subcontractor,  Tecolote  Research,  Inc.  By  choosing  which  contractors  would 
be  requested  to  furnish  bids  DFAS  contracting  officials  skewed  the  competition  to 

favor  Anadac,  Inc.  DFAS  contracting  officials  have  stated  that,  m  the  future, 

contractor  selections  would  be  changed  so  that  all  contractors  would  be  afforded 
an  equal  opportunity  to  win  the  award. 

DFAS  also  directed  work  outside  DoD  through  the  Economy  Act  to  a  preferred 
subcontractor.  For  example,  DFAS -Cleveland  used  the  National  Institute  of 
Health  contract  with  Universal  High  Tech,  Inc.  to  get  continued  support  from 
Coopers  and  Lybrand  valued  at  $275,000.  Coopers  and  Lybrand  had  been 
providing  support  to  DFAS  on  the  Standard  Accounting  and  Reporting  System 
under  the  DEIS  contract.  The  lack  of  hours  remaining  on  the  DEIS  contract 
created  the  need  to  obtain  a  new  contract  for  continued  support.  However,  the 
use  of  a  contracting  organization  outside  of  DoD  was  not  justified  as  outlined  in 
the  1994  Secretary  of  Defense  memorandum  on  Economy  Act  Orders.  In 
addition,  the  urgency  created  by  the  expiration  of  the  DEIS  contrartwas  not  a 
valid  justification  for  a  sole-source  procurement  because  it  resulted  from  a  lack  ot 
planning  by  DFAS.  The  lack  of  planning  was  illustrated  in  the  decision  to  award 

the  contract  to  Universal  High  Tech,  Inc.  Only  14  days  elapsed  from  the 
preparation  of  the  statement  of  work  on  November  25,  1996,  until  the  National 
Institute  of  Health  notified  DFAS-Cleveland  on  December  9,  1996,  of  the  award  to 
Universal  High  Tech,  Inc.  pending  receipt  of  the  DFAS  funding  document  . 
(delivery  order).  FISC-San  Diego  issued  the  DFAS  delivery  order  to  Universal 
High  Tech,  Inc.  on  December  18,  1996.  The  Negotiation  Memorandum  was  not 
completed  until  December  20, 1996,  1 1  days  after  the  award  decision  was  made. 


Procurement  Policies 


Federal  and  Internal  Policy.  In  the  course  of  acquiring  goods  and  services, 
DFAS  program  officials  circumvented  Federal  and  internal  procurement  policies 
and  procedures.  DFAS  program  officials  failed  to  perform  acquisition  planning  in 
compliance  with  the  FAR  Part  7.  They  also  ignored  the  DFAS  procurement  pokey 
of  obtaining  all  contract  support  from  authorized  organizations  instep  of  directing 
work  to  desired  contractors  through  existing  contracts.  As  a  result,  full  and  open 
competition  as  required  by  FAR  Part  6  was  not  provided,  market  research  as 
required  by  FAR  Part  10  was  not  performed,  and  policies  on  the  use  of  contract 
support  sources  outside  of  DoD  were  not  followed. 

Contract  Support  Organizations*  Compliance  with  Federal  Procurement 
Regulations.  The  contract  support  organizations  that  DFAS  used  to  place  orders 
on  existing  contracts  were  responsible  for  ensuring  that  these  orders  met  the 
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competition  requirements  of  FAR  Part  6.  Contracting  officers,  possibly  as  a  result 
of  DFAS  pressure  to  get  preferred  contractors,  failed  to  adhere  to  Federal 
procurement  policies  by  issuing  DFAS  orders  to  existing  contracts  without 
adequate  justification  and  approval  for  other  than  full  and  open  competition,  and 
without  assuring  that  the  DFAS  requirements  were  within  the  contract  scope. 
These  contracting  officers  helped  promote  an  acquisition  strategy  at  DFAS  that  did 
not  include  market  research  and  ultimately  avoided  competition.  FAR  Part  1 .6, 
Career  Development,  Contracting  Authority,  and  Responsibilities,”  states  the 
following  information. 

No  contract  shall  be  entered  into  unless  the  contracting  officer  ensures 
that  ail  requirements  of  law,  executive  orders,  regulations,  and  all 
other  applicable  procedures,  including  clearances  and  approvals,  have 
been  met 

The  contracting  officer  clearly  has  the  ultimate  responsibility  to  ensure  that  orders 
added  to  existing  contracts  are  in  total  compliance  with  all  Federal  procurement 
regulations.  Because  contracting  offices  were  involved  in  the  DFAS  procurements 
that  did  not  comply  with  the  acquisition  procedures,  we  believe  the  Director, 
Defense  Procurement  should  issue  a  memorandum  to  all  contracting  officers 
reminding  them  of  their  responsibilities  to  ensure  fair  and  open  competition  and  to 
determine  that  proposed  work  requirements  fall  within  contract  scope. 

Use  of  Delivery  Orders  on  Existing  Contracts.  DFAS  program  officials  used 
delivery  orders  on  existing  contracts  as  the  vehicle  to  obtain  contractor  support. 
According  to  FAR  Part  2,  since  these  were  time-and-materials  contracts,  an  order 
is  also  a  contract  that  obligates  the  Government  to  expend  appropriated  funds. 
Thus,  a  delivery  order,  just  as  any  type  of  contract,  must  meet  FAR  requirements 
prior  to  award.  DFAS  program  officials  considered  delivery  orders  to  be 
competed  and  in  accordance  with  the  FAR.  Their  incorrect  conclusion  was  based 
on  the  premise  that  delivery  orders  on  existing  contracts  were  awarded 
competitively. 

Competition.  FAR  Part  6  requires  competition  for  all  acquisitions  with 
some  exceptions.  In  delivery  order  awards,  even  though  the  basic  contract  was 
competitively  awarded,  the  FAR  exempts  competition  only  when  all  responsible 
sources  were  realistically  permitted  to  compete  for  the  requirements  contained  in 
the  order.  However,  this  was  not  accomplished  for  the  47  delivery  orders  placed 
on  existing  contracts  for  the  DFAS  projects.  Each  delivery  order  issued  for  the 
projects  contained  new  requirements  that  were  not  considered  during  the  award 
phase,  and  all  responsible  sources  were  not  afforded  ample  opportunities.  In 
addition,  final  pricing  for  the  orders  was  not  established  until  the  orders  were 
awarded.  Therefore,  the  contracting  officers  at  DFAS  contracting  support 
organizations  circumvented  the  FAR  by  awarding  the  deliveiy  orders  without 
competition.  In  the  process  of  using  existing  contracts  to  satisfy  requirements, 
other  essential  elements  of  the  procurements  were  also  not  performed. 
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Market  Research.  FAR  Part  10  requires  agencies  to  perform  market 
research  to  identify  all  possible  sources  before  soliciting  acquisition  offers  in  excess 
of  the  value  of  the  simplified  acquisition  threshold.  Our  review  of  DFAS  project 
files  for  the  47  delivery  orders  awarded  noncompetitively  found  no  indications  that 
DFAS  contracting  support  organizations  performed  market  research.  The  absence 
of  market  research  was  the  result  of  the  DFAS  program  officials’  decisions  to 
award  to  selected  contractors  on  existing  contracts.  When  requirements  were 
awarded  by  other  supporting  contracting  organizations,  DFAS  had  already  made 
the  decision  on  the  contractor;  thus  market  research  was  not  performed  by  the 
DFAS  program  officials  or  by  the  supporting  activity’s  contracting  officer. 

Justifications.  FAR  Part  6.3  requires  that  technical  and  requirements 
personnel  provide  and  certify  data  as  accurate  and  complete  when  supporting  their 
recommendation  for  other  than  full  and  open  competition.  It  also  requires  that 
contracting  officers  approve  written  justifications  for  other  than  full  and  open 
competition.  Although  other  documents  in  the  project  files  cited  either  continuity 
of  work”  or  “time  constraint”  as  the  reason  for  selecting  a  particular  contractor,  no 
formal  justification  documents  could  be  provided  to  support  the  decisions. 

Use  of  Delivery  Orders  on  Multiaward  Contracts.  DFAS  use  of  the  DEIS  and 
DFISS  multiaward  contracts  was  not  in  compliance  with  the  FAR  because 
contractors  were  not  realistically  permitted  to  compete  for  all  requirements. 

DFAS  program  officials  did  not  comply  with  FAR  Part  16  as  each  awardee  was 
not  always  given  a  fair  opportunity  to  be  selected.  Faulty  justifications  were  used 
and  the  selection  process  was  often  skewed  so  that  desired  contractors  were 
selected. 

DFAS  Internal  Procurement  Policy.  DFAS  Regulation  005,  “Delegation  of 
Statutory  Authority,”  Change  13,  November  14,  1994,  requires  processing  of  all 
procurement  actions  through  the  DFAS  Central  Procurement  Offices  established  at 
each  of  the  DFAS  centers  and  headquarters.  Also,  all  contracts  and  delivery 
orders  for  acquisitions  over  $10,000,  including  modifications,  must  be  reviewed 
for  legal  sufficiency  by  the  offices  of  General  Counsel  in  the  DFAS  centers  and 
headquarters. 

DFAS  program  officials  bypassed  in-house  contracting  and  legal  personnel  in  the 
procurement  process  despite  all  policies  and  regulations.  We  were  only  able  to 
find  two  instances  where  documentation  showed  a  legal  review  had  been 
performed.  These  reviews  were  vital  to  the  process  because  they  served  as  an 
integral  part  of  the  management  control  program.  Program  officials  could  not 
explain  why  these  personnel  were  bypassed  in  the  procurement  process. 

If  the  legal  offices  had  been  reviewing  these  acquisitions  it  is  likely  that  the  process 
would  have  been  questioned.  Legal  reviews  would  have  made  it  more  difficult  for 
DFAS  program  officials  to  direct  work  to  desired  contractors  without  adequate 
justification. 
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Contract  Surveillance 


For  the  91  contracting  actions  we  reviewed  there  was  no  evidence  that  DFAS 
performed  contract  surveillance  or  that  any  surveillance  plans  even  existed.  As  a 
result,  contract  costs  escalated  and  DFAS  was  not  assured  that  the  hours  and  labor 
categories  billed  to  the  Government  were  those  agreed  upon  in  the  delivery  orders. 

Contract  surveillance  is  especially  important  in  cost-plus-fixed-fee  Mid  time-and- 
materials  type  contracts.  FAR  16.3  and  16.6  further  clarifies  the  information. 

A  cost-plus-fixed-fee  contract . . .  permits  contracting  for  efforts  that 
might  otherwise  present  too  great  a  risk  to  contractors,  and  it  provides 
the  contractor  only  a  minimum  incentive  to  control  costs ....  A  cost  - 
reimbursement  contract  may  only  be  used  when  .  .  .  Appropriate 
Government  surveillance  during  performance  will  provide  reasonable 
assurance  that  efficient  methods  and  effective  cost  controls  are 
used .... 


A  time-and-materials  contract  provides  for  acquiring  supplies  or 
services  on  the  basis  of  direct  labor  hours  .  .  .  and  materials  at 
cost . . ..  Therefore,  appropriate  Government  surveillance  of 
contractor  performance  is  required  to  give  reasonable  assurance  that 
efficient  methods  and  effective  cost  controls  are  being  used. 


DFAS  lack  of  surveillance  extended  to  work  contracted  into  existing  cost-plus- 
fixed-fee  and  time-and-materials  contracts,  and  therefore,  did  not  adhere  to  FAR 
16  requirements. 

For  example,  DFAS  used  the  U.S.  Army  Space  and  Strategic  Defense  Command’s 
cost-plus-fixed-fee  contract  with  Mevatec  Corporation,  contract  DASG60-90- 
0012  to  obtain  cost  studies  related  to  the  A-76  program.  The  lack  of  contractor 
surveillance  by  both  DFAS  and  the  U.S.  Army  Space  and  Strategic  Defense 
Command  allowed  cost  growth  significantly  higher  than  the  rates  established  in  the 
contract.  The  Chief,  Cost  Analysis  Division  at  the  U.S.  Army  Space  and  Strategic 
Defense  Command  acknowledged  that  there  was  a  major  problem  with  the 
contract  costs  from  the  Mevatec  Corporation,  the  DFAS  A-76  program,  and  other 
programs  as  well. 

Contractor  costs  submitted  for  8  of  the  11  DFAS  task  orders  mcreased  beyond 
acceptable  limits  approximately  1  year  after  contract  award.  Theeight  task  orders 
showed  actual  costs  higher  than  the  contract  composite  rate  of  $53.22.  The  total 
variances  in  actual  and  composite  rates  for  the  eight  task  orders  was  15  percent. 
The  variances  per  task  order,  however,  ranged  from  4.8  percent  to  as  high  as  40.7 
percent.  The  total  cost  for  the  eight  task  orders  as  of  June  29, 1997,  was 
$1,719,881  which  included  28,111  labor  hours.  At  the  composite  rate  agreed  to  ot 
$53.22*  the  total  cost  would  have  been  $1,496,067. 
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In  another  example,  DFAS  used  four  time-and-materials  contracts  for 
reconciliation  work.  The  costs  for  three  of  the  four  Defense  Logistics  Agency  and 
Defense  Fuel  Supply  Center  contracts  increased  from  a  range  of  S2.4  million  to 
more  than  $20  million  from  the  original  scope.  Review  of  contract  files  did  not 
show  any  evidence  that  surveillance  had  been  performed. 


We  discussed  cost  monitoring  on  the  JIEO  contract  with  DFAS-Denver 
Accounting  and  Integration  Division  personnel.  They  stated  that  they  assumed 
that  cost  monitoring  was  the  responsibility  of  the  contract  support  organization. 
Wc  reviewed  the  entire  procurement  process  with  JIEO  officials  and  determined 
that  the  responsibility  for  cost  monitoring  rested  on  the  user,  such  as  the 
Accounting  and  Integration  Division.  If  the  Accounting  and  Integration  Division 
were  to  monitor  contractor  performance,  it  would  also  be  in  a  better  position  to 
monitor  costs  because  it  would  have  knowledge  of  actual  hours  spent  on  project- 
required  labor  categories. 


Management  Controls  and  Oversight 


Insufficient  management  controls  and  oversight  contributed  to  the  DFAS  problems 
with  the  acquisition  process.  There  was  no  centralized  oversight  and  coordination 
of  the  DFAS  acquisition  process  at  the  DFAS  centers  and  within  the  headquarters’ 
Deputates.  This  process  is  improving,  however,  with  the  development  of  a  new 
DFAS  acquisition  policy.  The  lack  of  controls  allowed  each  DFAS  center  to 
operate  independently  with  no  assurance  that  their  contracting  mechanism  was  the 
most  cost-effective.  Acquisition  controls  were  not  sufficient  to  ensure  that  Federal 
and  internal  procurement  policies  were  followed.  In  addition,  internal  controls  did 
not  exist  to  ensure  that  acquisitions  were  compliant  with  appropriate  guidance. 

The  weak  controls  enabled  DFAS  program  managers  and  other  acquisition 
personnel  to  bypass  the  competitive  process  using  faulty  justifications,  and  skew 
the  award  process  on  new  contracts  so  that  desired  contractors  would  be  selected. 


Colocation  of  Contractor  and  Government  Personnel 


DFAS  contracting  officials  perceived  a  problem  related  to  colocation  of  contractor 
and  Government  personnel.  They  specifically  voiced  concern  with  intermingling 
personnel  from  Tecolote  Research,  Inc.,  Diverse  Technology,  Inc.,  and  DFAS 
headquarters.  Contractor  personnel  working  at  DFAS  headquarters  on  the  DFAS 
strategic  business  plan  were  not  segregated  from  DFAS  personnel.  Furthermore, 
personnel  working  in  the  area  did  not  always  wear  identification  badges.  There 
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was  no  noticeable  distinction  between  the  contractors  and  Government  personnel. 
DFAS  contracting  officials  expressed  concerns  that  it  was  often  impossible  to 
distinguish  between  the  different  staffs. 

Intermingling  contractors  with  Government  personnel  creates  management  control 
problems.  The  close  proximity  of  the  contractors  with  DFAS  personnel  promotes 
an  environment  where  the  contractors  may  be  thought  of,  and  treated  as,  DFAS 
personnel.  This  creates  an  atmosphere  where  contractors  may  become  priw  to 
proprietary  information  providing  an  unfair  advantage  over  competitors  in  future 
procurements.  Contractors  should  be  separated  from  Government  personnel  and 
controls  put  in  place  to  ensure  that  proprietary  information  is  not  jeopardized.  If 
similar  problems  exist  at  any  of  the  DFAS  field  offices,  steps  should  be  taken  to 
eliminate  the  problem. 


DFAS  Initiatives  For  Improvement 


DFAS  has  taken  positive  action  to  improve  its  acquisition  program  by  developing 
policy  and  establishing  a  contracting  organization.  However,  we  also  identified 
instances  where  DFAS  personnel  were  circumventing  the  new  policy.  Therefore, 
we  are  concerned  that  individuals  will  continue  to  disregard  policy  as  purchases 
are  completed  in-house. 

For  example.  Military  Interdepartmental  Purchase  Request  DO7FQQ208696MP, 
dated  May  2,  1997,  issued  to  the  Fleet  Maintenance  Support  Office, 
Mechanicsburg,  Pennsylvania,  in  the  amount  of  $800,000  circumvented  the  new 
acquisition  policy  requiring  processing  through  the  DFAS  Acquisition  Support 
Office.  The  Deputy  Program  Manager  of  the  Defense  Accounting  Systems 
Program  Management  Office  instructed  that  the  interdepartmental  purchase 
request  bypass  the  acquisition  support  office  because  of  the  urgency  of  the 
requirement  and  concern  that  it  would  be  delayed  or  rejected  by  the  acquisition 
support  office.  As  a  result,  the  award  was  made  by  a  nonacquisition  certified 
individual.  Also,  the  Director,  Program  Control,  under  the  Program  Management 
Office,  stated  that  his  office  approved  funding  for  the  requirement,  and  that  it  was 
his  decision  not  that  of  the  acquisition  support  office,  how  to  best  satisfy  the 
requirement.  It  was  apparent  by  the  comments  and  actions  that  the  program 
control  director  was  reluctant  to  conform  to  the  new  policy.  It  is  imperative  that 
senior  DFAS  management  take  greater  initiative  to  ensure  that  all  acquisition 
personnel  adhere  to  the  new  policy. 

In  addition,  DFAS  contracting  officials  voiced  concern  that  Deputate  directors 
were  approaching  the  support  office  on  contract  matters  and  might  be  exerting 
undue  influence.  Management  controls  will  be  strengthened  if  directors  are 
required  to  address  any  contract  issues  with  their  contracting  equivalent,  the 
Director,  Resource  Management  Deputate.  By  elevating  all  contract  issues 
through  the  Director,  Resource  Management  Deputate,  who  is  also  a  Director,  any 
appearance  of,  or  actual,  undue  influence  would  be  eliminated. 
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Recommendations,  Management  Comments,  and  Audit 
Response 


A.l.  We  recommend  that  the  Director,  Defense  Procurement: 

a.  Issue  a  memorandum  to  all  DoD  contracting  organizations, 
directing  them  to  ensure  fair  and  open  competition  occurs,  adequate 
justification  and  documentation  exists  before  contracts  or  delivery  orders  are 
awarded,  and  requirements  are  within  the  scope  of  existing  contracts;  or 
forward  copies  of  this  report  to  all  contracting  offices  involved  in  the 
questionable  transactions  identified  by  the  auditors,  together  with  an 
admonition  that  they  should  consider  the  lessons  to  be  learned  from  this 
report 

b.  Conduct  a  procurement  management  review  of  the  Defense 
Finance  and  Accounting  Service  during  fiscal  year  1999  or  at  the  earliest 
possible  time. 

A.2.  We  recommend  that  the  Director,  Defense  Finance  and  Accounting 
Service: 

a.  Issue  a  memorandum  to  Defense  Finance  and  Accounting  Service 
Directors  stating  that  past  acquisition  policy  had  not  always  been  adhered  to 
and  that  any  further  circumvention  by  personnel  of  Defense  Finance  and 
Accounting  Service  Regulation  4200.1,  “Acquisition  Authority  and  Policy,” 
will  not  be  tolerated  and  appropriate  action  will  be  taken. 

b.  Incorporate  the  Federal  Acquisition  Regulation  requirements  on 
developing  acquisition  plans  into  Defense  Finance  and  Accounting  Service 
Regulation  4200.1  to  ensure  maximum  competition.  The  regulation  should 
establish  acquisition  milestones  to  achieve  maximum  competition. 

c.  Direct  Defense  Finance  and  Accounting  Service  headquarters’  legal 
office  to  review  and  approve  all  requests  to  use  existing  contracts. 

d.  Require  that  Defense  Financial  Integrated  Systems  Services  orders 
be  issued  by  the  Defense  Finance  and  Accounting  Service  headquarters 
Contracting  Organization  rather  than  the  Financial  Services  Organization. 

e.  Direct  Defense  Finance  and  Accounting  Service  Directors  to 
address  any  contracting  issues  directly  to  the  Director,  Resource 
Management  Deputate. 

f.  Provide  separate  office  spaces  for  all  contractor  personnel  working 
at  the  Defense  Finance  and  Accounting  Service  headquarters  and  field  offices 
and  require  that  appropriate  identification  be  worn  at  all  times. 

g.  Enforce  the  Secretary  of  Defense  guidance  on  Economy  Act  orders. 
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h.  Request  the  Defense  Contract  Audit  Agency  to  conduct  a  cost 
review  of  contract  DASG60-96-0012  awarded  by  the  U.S.  Army 
Space  and  Strategic  Defense  Command  to  Mevatec  Corporation. 

Director  of  Defense  Procurement  Comments.  The  Director  of  Defense 
Procurement  disagreed  with  Recommendation  A.  1  .a.  to  issue  a  policy 
memorandum.  The  Director  believes  that  sending  a  reminder  would  ddute  the 
impact  of  the  specific  policy  memorandums  because  the  reminder  would  have  to  be 
broadly  worded.  The  Director  of  Defense  Procurement  did,  however,  perform  a 
procurement  management  review  as  recommended  in  Recommendation  A.l.b. 

Audit  Response.  While  the  Director  of  Defense  Procurement  believes  that  issuing 
a  memorandum  would  be  an  ineffectual  measure,  we  believe  that  the  nature  and 
extent  of  contracting  problems  indicate  that  the  guidance  is  not  achieving  its 
desired  results  and  an  expression  of  concern  is  in  order.  We  have  rewritten  the 
initial  recommendation  to  offer  the  alternative  of  using  this  report  as  the  primary 
means  of  explaining  what  weaknesses  were  found  and  what  lessons  need  to  be 
learned.  We  request  management  comments  on  the  revised  recommendation. 

DFAS  Comments.  The  Director  of  the  Defense  Finance  and  Accounting  Service 
concurred  with  Recommendations  A.2.a,  through  A.2.e  and  with 
Recommendations  A.2.g  and  A.2.h.  The  Director  partially  concurred  with 
Recommendation  A.2.f,  to  provide  separate  office  space  for  contractor  employees, 
stating  that  due  to  the  increasing  number  of  contractor  support  personnel  and  the 
varying  nature  of  the  work  performed,  it  may  not  be  practical  to  have  segregated 
work  areas  for  contractors  and  government  employees.  The  Director  added  that 
separate  office  space  would  be  provided,  to  the  extent  possible,  to  contractor 
personnel  at  the  Defense  Finance  and  Accounting  Service  Headquarters  and  field 
offices.  The  Director  also  objected  to  some  of  the  findings  of  the  draft  report. 
Specifically,  the  Director: 

•  stated  that  the  draft  audit  report  repeatedly  states  there  was  a  lack  of  a 
Justification  and  Approval  for  Other  Than  Full  and  Open  Competition  for  orders 
placed  against  an  Indefinite  Delivery/Indefinite  Quantity  type  contract. 

•  disagreed  that  Tecolote  Research,  Inc.  had  performed  strategic  business 
planning  for  the  Defense  Finance  and  Accounting  Sendee,  an  inherently 
governmental  function, 

•  believed  that  the  report  confused  the  use  of  a  National  Institute  of  Health 
contract  for  the  purchase  of  computers  with  the  use  of  a  non-DoD  contracting 
office, 

•  disagreed  that  program  officials  directed  work  to  preferred  subcontractors, 

•  believed  that  the  draft  report  misstated  the  requirements  regarding  award 
of  General  Services  Administration  contracts  and, 
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•  questioned  the  draft  report  allegation  concerning  the  lack  of  the  Defense 
Finance  and  Accounting  Service  Acquisition  Support  Organization  coordination 
on  a  Military  Interdepartmental  Purchase  Request  in  May  1997. 

Audit  Response.  The  Defense  Finance  and  Accounting  Service  comments  on 
Recommendations  A.2.a.  through  A.2.h.  meet  the  intent  of  our  Recommendation. 
However,  we  disagree  with  the  additional  comments.  Specifically, 

•  Certain  of  the  Director,  Defense  Finance  and  Accounting  Service 
comments  were  in  error.  The  report  does  not  repeatedly  state  that  there  was  a 
lack  of  a  Justification  and  Authorization  for  Other  Than  Full  and  Open 
Competition  for  orders  placed  against  an  Indefinite  Deliveiy/Indefinite  Quantity 
type  contract.  Orders  discussed  in  the  report  were  for  the  most  part  orders  issued 
under  Time  and  Materials  contracts.  Even  so,  FAR,  Part  6  requires  competition 
for  all  acquisitions  with  some  exceptions.  In  delivery  order  awards,  even  though 
the  basic  contract  was  competitively  awarded,  the  FAR  exempts  competition  only 
when  all  responsible  sources  were  realistically  permitted  to  compete  for  the 
requirements  contained  in  the  order.  However,  this  was  not  enforced  with  the 
delivery  orders  placed  on  existing  contracts  for  Defense  Finance  and  Accounting 
Service  projects.  Each  delivery  order  issued  for  the  projects  contained  new 
requirements  that  were  not  considered  during  the  award  of  the  contracts,  and  all 
responsible  sources  were  not  given  the  opportunity  to  compete.  In  fact,  many  of 
these  requirements  did  not  even  exist  at  the  time  of  the  award  of  these  contracts 
and  were  distinctly  different  from  the  basic  contract. 

•  Statements  of  work  for  strategic  business  plan  orders  described  work  that 
consisted  of  more  than  developing  and  word  processing  information  into  the 
Strategic  Business  Plan  Executive  Information  System.  For  example,  Tecolote 
Research  Inc.  staff: 

•  collected  and  reviewed  the  project/program  management  plans  for  all 
identified  Defense  Finance  and  Accounting  Sendee  goals; 

•  reviewed  the  implementation  plans  and  financial  documentation  for 
Pacific  and  European  Operation  Consolidations,  Military  Construction  projects  for 
CONUS  Operating  Locations,  and  Garnishment  Business  Process  Re-engineering; 

•  supported  the  Plans  and  Management  Directorate  and  Financial 
Management  Executive  Review  Board  by  performing  cost  and  schedule  analysis 
using  the  strategic  business  plan,  which  required  that  the  contractor  be  located  on¬ 
site  with  Defense  Finance  and  Accounting  Service  Initiative  Program  Offices;  and 

•  performed  data  collection,  analysis,  modification  and/or  development 
of  data,  and  the  conducting  of  interviews  for  the  Defense  Finance  and  Accounting 
Service  Cleveland  Center  in  support  of  the  Defense  Finance  and  Accounting 
Service  Headquarters  strategic  business  plan.  During  the  course  of  our  audit. 
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Defense  Finance  and  Accounting  Service  staff  knowledgeable  with  strategic 
business  plan  work  stated  that  work  had  gone  beyond  the  strategic  business  plan 
initiative  and  represented  inherently  governmental  functions. 

•  Although  one  National  Institute  of  Health  contract  was  available  for 
Government-wide  use  to  purchase  computer  support,  the  Defense  Information _ 
Systems  Agency’s  and  the  Army’s  desktop  contracts  were  available  within  DOD 
for  the  purchase  of  computer  equipment.  No  attempt  was  made  to  use  these 
contracts  or  stay  within  DoD  channels.  Prudent  business  practice  would  have 
dictated  that  the  Defense  Finance  and  Accounting  Service  first  look  within  DoD  to 
satisfy  its  requirement  instead  of  going  outside  DoD  and  incurring  a  lpercent  tee 
charged  by  the  National  Institute  of  Health.  This  is  especially  true  m  hght  of 
dwindling  budgets.  We  believe  the  Defense  Finance  and  Accounting  Service 
should  have  kept  resources  within  DoD  and  not  augmented  the  budget  of  another 
agency  In  addition,  the  Defense  Finance  and  Accounting  Service  use  of  the 
National  Institute  of  Health  was  not  limited  to  the  purchase  of  computer 
equipment.  There  were  instances  where  the  Defense  Finance  and  Accounting 
Service  used  the  National  Institute  of  Health  contract  specifically  to  obtain  the 
services  of  Coopers  and  Lybrand,  as  a  subcontractor,  again  incurring  a  1  percent 
fee  This  occurred  while  DoD  contracts  were  readily  available  to  obtain  Coopers 
and  Lybrand  services.  The  overriding  need  to  direct  work  in  this  manner  was  the 
short  time  available  to  continue  service  caused  by  poor  planning.  This  is  also  one 
example  of  where  the  Defense  Finance  and  Accounting  Service  directed  work  to  a 
subcontractor. 

•  The  Defense  Finance  and  Accounting  Service  also  used  the  General  Sendees 
Administration  Federal  Supply  Schedule  contract  with  Anadac  Inc.,  to  obtain  the 
services  of  Anadac’s  subcontractor,  Tecolote  Research,  Inc.  Although  the  FAR 
does  not  require  quotes  be  solicited  from  more  than  one  General  Services 
Administration  vendor,  it  would  be  prudent  business  practice  to  solicit  quotes  from 
more  than  one  General  Services  Administration  vendor.  It  was  apparent  that 
Anadac  was  selected  so  DFAS  could  continue  obtaining  sendees  of  Tecolote 
Research  Inc.,  although  the  Defense  Finance  and  Accounting  legal  office 
questioned  and  rejected  a  sole  source  award  to  Tecolote  Research  Inc. 

•  The  Defense  Finance  and  Accounting  Service  staff  involved  in  the 

processing  of  the  Military  Interdepartmental  Purchase  Request  to  the  Navy  s  Fleet 
Maintenance  Support  Office,  had  directly  informed  the  auditors  that  the  Deputy 
Program  Manager  of  the  Defense  Accounting  System  Program  Management 
Office  had  instructed  that  the  Military  Interdepartmental  Purchase  Request  bypass 
the  Acquisition  Support  Office.  When  questioned  about  this  Military 
Interdepartmental  Purchase  Request  by  the  auditors,  the  Director,  Program 
Control  became  uncooperative  stating  that  decisions  on  how  to  best  satisfy Jus 
requirements  were  his  to  make  and  not  the  venue  of  the  Acquisition  Support 
Office.  Also,  the  statements  made  by  the  Director,  Program  Control  were 
discussed  with  Defense  Finance  and  Accounting  Service  staff  who  responded  that 
this  attitude  was  nothing  new  with  the  Director  and  that  there  were  other  instances 
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whereby  he  had  demonstrated  his  lack  of  willingness  to  comply  with  the  Defense 
Finance  and  Accounting  Service’s  new  acquisition  policy  that  requirements  go 
through  the  Acquisition  Support  Office. 
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DFAS  did  not  identify  all  acquisition  positions  and  did  not  ensure  that 
personnel  were  qualified  to  perform  acquisition  and/or  program 
management  functions.  A  review  of  qualifications  for  43  of  the  176 
individuals  performing  acquisition  functions  showed  that  none  were 
qualified  to  perform  acquisition  and/or  program  management  functions. 
This  occurred  because  DFAS  did  not: 

•  consider  positions  other  than  contracting  as  critical  acquisition 
positions, 

•  evaluate  the  training  and  experience  of  individuals  filling 
acquisition  positions  in  the  program  management  and  acquisition 
field,  and 


•  implement  an  effective  career  development  program  to  ensure 
that  staff  were  properly  trained. 

As  a  result,  the  DFAS  procurement  system  was  at  increased  risk  for 
mismanagement  and  questionable  practices  as  shown  in  finding  A. 


Background 


Workforce  Identification.  DoD  Instruction  5000.55,  “Reporting  Management 
Information  on  DoD  Military  and  Civilian  Acquisition  Personnel  and  Positions 
establishes  a  management  information  system  capable  of  providing  standardized 
information  on  acquisition  positions  and  persons  serving  m  those  positions.  The 
instruction  requires  management  to  individually  identify  each  acquisition  position 
and  member  of  the  acquisition  workforce.  Also,  management  is  required  to  submit 
an  annual  report  on  the  number  of  critical  acquisition  positions  to  the  Under 
Secretary  ofDefense  for  Acquisition  and  Technology. 

Qualification  Requirements.  DoD  5000.52-M,  “Acquisition  Career 
Development  Program,"  prescribes  procedures  for  a  DoD  career  development 
program  for  acquisition  personnel.  The  program  establishes  experience,  education, 
and  training  standards  for  personnel  in  die  acquisition  workforce  including 
program  managers  of  major  and  nonmajor  Defense  Acquisition  Programs.  The 
manual  does  not  specifically  mention  qualification  requirements  for  program 
managers  of  major  automated  information  systems.  However,  the 
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‘‘Communications-Computer  Systems”  position  category  code  deludes  duties  that 
encompass  direct  support  for  the  acquisition  of  automated  “^orrnation^stem5. 
This  position  requires  that  the  program  manager  of  an  automated  iramatuM 
system  must  have  at  least  4  years  of  communications  and/or  computer  acquisition 
SpS  Ten  years  of  experience  is  required  for  all  Senior  Executive  Semoe 
level  positions.  In  addition,  DoD  5000.52-M  requires  completion  of  ^  advaiced 
information  systems  acquisition  course  plus  any  required  prerequisite  cowses.  to 
general  DoD  5000.52-M  requires  that  acquisition  personnel  at  the  GS-13  level 
and  above,  and  officers  in  grades  0-4  and  above,  possess  at  least 4  y***  “  . 
experience  in  an  acquisition  position  and  completion  of  an  advanced  acquisition 
course  dong  with  prerequisite  courses. 


DFAS  Acquisition  Personnel 


Program  Managers.  DFAS  program  managers  of  major  automated  information 
systems  were  not  qualified  in  accordance  with  DoD  5000  52-M  to  perforin 
program  management  functions.  DoD  5000.52-M  identifies  a  specific  level  of 
experience  and  training  in  the  acquisition  field  for  qualification  as  a  P[ogra™ 
manager.  DFAS  program  manager  qualifications  revealed  that  they  did  not 
possess  the  required  experience  and  training.  Of  the  ei8ht 
reviewed,  none  had  completed  required  training  and  only  two  »d^uate  work 
experience.  However,  the  experience  and  training  requirements  of  DoD >5000.52- 
M  pertain  to  personnel  designated  as  members  of  the  acquisition  work  force.  The 
Director  of  DFAS  did  not  identify  the  program  managers  as  acquisition  work 
force.  Program  managers  of  major  automated  information  systems  should, 
however  be  designated  as  acquisition  work  force  and  should  comply  with  DoD 
5000  52-M  The  DoD  Component  head  must  identify  agency  personnel  as 
acquisition  work  force.  The  following  table  lists  the  major  automated  information 
systems  at  DFAS  along  with  the  program  managers. 
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Table  4.  Major  Automated  Information  Systems 

Svstem 

Proeram  Manager 

Standard  Accounting  A  Reporting  System 

Supervisory  Financial  Systems  Analyst1 

Defense  Joint  Accounting  System 

Principal  Deputy  Director3 

Accounting  Officer' 

Accountant1 

Assistant  Deputy  Director3 

Defense  Joint  Military  Pay  System 

Financial  Systems  Specialist1 

Electronic  Document  Management 

Accounting  Officer1 

Defense  Procurement  Payment  System 

Financial  Program  Manager1 

1  Grade  GS-15 

2Senior  Executive  Service  Level 

Besides  program  managers,  other  DFAS  personnel  performing  acquisition  ^  < 
functions,  including  DFAS  higher  level  officials  involved  in  making  key  acquisition 
decisions,  lacked  experience  and  training  in  the  acquisition  field.  Although  these 
individuals  were  not  identified  as  members  of  the  acquisition  workforce,  they 
should  still  possess  a  certain  level  of  experience  and  training  to  adequately  perform 
their  acquisition  functions. 

Other  Acquisition  Personnel  In  addition  to  the  8  program  managers  listed  in 
Table  4, 165  personnel  were  identified  by  DFAS  as  performing  acquisition 
functions  at  headquarters  in  the  following  categories:  cost  or  price  analysis, 
preparation  or  review  of  cost  estimates,  preparation  of  statements  of  work, 
contract  negotiation,  and  monitoring  contractor  performance.  Of  165  personnel, 

1 14  were  grades  GS-14  and  above,  officers  0-5  and  above,  and  10  individuals 
were  Senior  Executive  Service  level.  We  also  identified  three  personnel  (GS-14 
and  above)  at  DFAS  centers  performing  acquisition  functions. 

Review  of  Personnel  Qualifications.  We  reviewed  copies  of  DFAS  official 
records  for  43  of  the  176  personnel,  including  8  program  managers  and  the 
168  personnel  performing  acquisition  functions,  to  determine  their  qualifications. 
The  files  did  not  show  that  personnel  had  adequate  experience  in  program 
management  and/or  adequate  acquisition  training,  Only  five  of  the  files  showed 
that  personnel  had  previous  work  experience  (two  in  program  management  and 
three  in  acquisition).  Personnel  predominantly  had  accounting,  financial 
management,  or  computer-related  backgrounds,  but  little  if  any  acquisition 
experience  or  training. 
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For  example,  the  FSO  Director  at  DFAS-Indianapolis,  and  the  Deputy  Director  of 
the  Plans  and  Management  Deputate  at  DFAS  headquarters,  both  Senior 
Executive  Service  level  individuals,  authorized  noncompetitive  acquisitions 
amounting  to  millions  of  dollars.  The  FSO  use  of  the  JIEO  contract  amounted  to 
over  $8.7  million,  while  the  Plans  and  Management  Deputate’s  use  of  Tecolote 
Research,  Inc.  contracts  exceeded  $3  million.  The  Deputy  Director  of  Plans  and 
Management  also  negotiated  an  $85  million  5-year  contract  with  EDS  to  obtain 
imaging  services  for  DFAS  centers  and  operating  facilities.  Neither  of  these 
individuals’  official  personnel  files  reflected  any  previous  acquisition  experience  or 
training.  The  FSO  Director  has  a  computer  background,  with  prior  experience  as 
a  computer  specialist  and  computer  systems  programmer  prior  to  employment  with 
DFAS.  The  Deputy  Director  of  Plans  and  Management  held  previous  positions  as 
a  personnel  salary  and  wage  specialist  and  later  as  a  management  analyst,  prior  to 
employment  with  DFAS. 

In  another  example,  the  Director  of  Acquisition  Requirements  Management  at  the 
FSO,  a  grade  GS-15,  was  responsible  for  overseeing  all  acquisition  program 
requirements  including  planning,  developing  and  establishing  overall  contractual 
strategies  for  the  FSO.  The  individual  also  functioned  as  a  technical  representative 
of  the  contracting  officer  and  had  contract  management  responsibilities.  A  review 
of  the  official  personnel  file  disclosed  that  the  individual  had  worked  as  a  computer 
specialist  and  computer  systems  analyst  prior  to  employment  with  DFAS,  but  did 
not  have  any  acquisition  experience  or  training. 


Personnel  Initiatives 


DFAS  did  not  implement  a  career  development/training  program  to  ensure  that 
personnel  performing  program  management  and/or  acquisition  functions  were 
adequately  qualified  to  perform  those  functions. 

DFAS  Career  Development/Training  Program.  The  lack  of  a  career 
development/training  program  allowed  individuals  inexperienced  in  performing 
program  management  and  acquisition  functions  to  be  placed  in  program  . 
management  positions,  or  positions  requiring  the  performance  of  acquisition 
functions.  It  further  allowed  these  individuals  to  continue  to  perform  program 
management  and  acquisition  functions  without  receiving  the  necessary  training  to 
adequately  perform  those  functions. 

Evaluate  Qualifications.  DFAS  needs  to  evaluate  the  qualifications  of  all 
personnel  performing  program  management  and/or  acquisition  functions  and  take 
appropriate  action  to  ensure  that  these  individuals  have  the  experience  and  training 
to  adequately  perform  those  functions.  The  DFAS  Director  needs  to  identify  all 
personnel  in  the  acquisition  workforce,  and  ensure  that  they  meet  the  experience 
and  training  requirements  of  DoD  5000.52-M.  In  addition,  all  individuals  in 
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critical  acquisition  positions  must  be  identified  and  reported  to  the  Under  Secretary 
of  Defense  for  Acquisition  and  Technology  as  required  by  DoD  Instruction 
5000.55.  DFAS  is  in  the  process  of  correcting  these  discrepancies. 

DFAS  Initiates  Improvements.  DFAS  acknowledged  that,  in  general,  position- 
related  requirements  established  in  DoD  5000.52-M  have  not  been  completely 
fulfilled.  DFAS  also  pointed  out  that  the  regulation  gives  DFAS  until  October  1, 

1998  to  correct  program  management  position  deficiencies.  Efforts  are  underway 

to  formally  identify  positions  and  functions  within  the  agency  that  fall  under  DoD 
5000.52-M  and  to  ensure  that  adequately  qualified  personnel  fill  those  positions. 

DFAS  plans  to  work  with  the  Defense  Acquisition  University  to  obtain  training  in 
the  areas  of  contracting,  program  management,  business,  cost  estimating  and 
financial  management,  and  communications-computer  systems.  Additionally, 
DFAS  will  consider  the  use  of  the  Fulfillment  Program,  as  provided  in  the  DoD 
Manual,  “Career  Development  Program,”  as  a  possible  means  of  meeting 
certification  requirements. 


Impact  on  DFAS  Acquisitions 


The  DFAS  procurement  system  represented  a  material  management  control 
weakness  and  provided  the  potential  for  mismanagement  because  acquisition 
personnel  in  key  acquisition  positions  lacked  experience  and  training.  The  lack  of 
experience  and  training  contributed  to  the  questionable  procurement  practices 
occurring  as  discussed  in  Finding  A  Also  DFAS  future  acquisitions  were  affected 
by  its  inexperience. 


Future  Requirements.  DFAS  persistence  in  contracting  with  its  preferred 
contractors  went  beyond  contracting  for  current  identified  requirements  and 
encompassed  requirements  yet  to  be  defined.  This  was  evident  in  the  FISC-San 
Diego  award  to  Unisys  Corporation,  contract  N00244-95-D-8029.  The  contract, 
costing  $166  million,  provided  DFAS  information  processing  services,  including 
hardware  and  software,  to  support  a  fully-automated  technical  infrastructure  which 
will  interconnect  DFAS  business  processing  locations.  The  major  portion  of  the 
award  was  for  future  acquisitions  of  computer  hardware  and  software.  The 
computer  requirements  had  not  been  identified  by  DFAS  at  the  time  of  the  award. 
Of  the  $166  million  contract  price,  $121  million  was  for  computer  hardware  and 
software.  The  balance  of  $45  million  was  primarily  for  technical  services  to  be 
provided  by  the  contractor  and/or  subcontractor. 


Although  the  award  to  Unisys  was  considered  competitive,  the  only  true 
competition  was  for  the  technical  services  portion,  as  the  hardware  and  software 
pricing  to  be  incorporated  in  the  contractor  proposals  was  furnished  by  DFAS  in 
the  proposal  request.  DFAS  did  not  demonstrate  good  acquisition  practice  by 
including  future  hardware  and  software  acquisition  in  this  award.  DFAS  should 
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have  planned  to  competitively  award  separate  contracts  for  hardware  and  software 
at  the  time  the  requirements  were  determined.  DFAS  had,  in  effect,  relinquished 
control  of  future  hardware  and  software  contracting  to  Unisys. 

Because  the  entire  procurement  was  considered  competitive,  DFAS  did  little  to 
ensure  that  it  received  the  best  pricing  available.  For  instance,  delivery  order  0071 
under  this  contract,  dated  August  16, 1996  was  for  the  acquisition  of  computer 
equipment.  The  contractor  proposal  of  S2.8  million  was  accepted  bythe  FISC- 
San  Diego  contracting  officer  without  exception.  The  contracting  officer  relied  on 
the  market  analysis  performed  by  Unisys  and  information  from  the  DFAS 
contracting  officer’s  representative  in  accepting  the  proposed  costs.  The 
memorandum  of  negotiation  dated  August  15,  1996,  stated  that  the  contracting 
officer’s  representative  evaluated  the  hardware  and  software  prices  and  products 
with  no  exceptions  taken,  as  they  were  in  line  with  the  Government  estimate. 
However,  no  independent  Government  cost  estimate  was  performed  on  this 
acquisition.  The  contracting  officer’s  representative  at  DFAS-Indianapolis  stated 
she  determined  price  reasonableness  by  comparing  Unisys’  proposed  prices  to  the 
prices  in  a  1995  Army  indefinite-delivery  indefinite-quantity  contract,  but  did  not 
document  the  file. 

Fairness  and  Reasonableness.  Fairness  and  reasonableness  determinations  were 
extremely  important  in  awarding  contracts  because  many  of  the  awards  were 
attached  to  contracts  that  were  awarded  based  on  technical  evaluations  where 
price  was  not  a  significant  factor.  Because  DFAS  program  officials  were  not 
contract  oriented  and  lacked  the  necessary  qualifications,  they  did  not  make 
adequate  determinations  of  price  fairness  and  reasonableness,  and  did  not 
effectively  use  pricing  techniques  available  to  assist  their  evaluations. 

For  example,  DFAS-Denver  program  officials  (fid  not  perform  price  analyses  for 
seven  of  the  eight  JIEO  projects  reviewed,  to  support  their  contention  that  using 
the  JIEO  contract  would  be  the  most  cost-effective  or  in  the  best  interest  of  the 
Government.  DFAS  program  officials  could  have  used  FISC-San  Diego  or  the 
DEIS  contracts  instead  of  using  the  JIEO  contract,  and  reduced  their  costs  by 
SI  million  to  $2.5  million  on  the  seven  projects  reviewed. 

Independent  Government  Cost  Estimate.  DFAS  personnel  were  not  qualified 
to  perform  independent  Government  cost  estimates,  and  as  a  result,  estimates 
varied  significantly  from  contractor’s  bids  and  were  not  reliable.  A  Government 
cost  estimate  can  be  compared  with  the  contractor’s  bid  or  quote  to  assist  in 
determining  price  reasonableness.  To  be  reliable,  the  method  in  which  the 
Government  estimate  was  prepared  and  the  tools  used  to  make  the  estimate  must 
be  known.  DFAS  program  officials  provided  no  explanation  of  how  the  labor 
categories,  hours,  and  rates  were  determined  in  their  cost  estimates. 

The  contractor  selection  process  considered  technical  factors  more  important  than 
cost.  Since  price  was  not  a  main  factor  for  determination  of  selection,  even  for 
those  procurements  that  were  competitive,  the  Government  estimates  were 
important  to  determine  cost  reasonableness.  However,  the  Government  estimates 
varied  significantly,  to  the  point  where  the  estimates  were  useless  for  establishing 
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cost  reasonableness.  In  one  example  the  estimate  which  was  more  than  $1  million 
higher  than  all  contractors’  bids,  was  prepared  by  a  computer -specialist .with  some 
training  in  cost  analysis.  The  lack  of  qualified  personnel  familiar  with  the 
intricacies  of  price/cost  analysis  contributed  to  these  poor  estimates.  In  another 
example,  the  DFAS  program  official  used  the  JIEO  contract  labor  rates  in 
developing  the  independent  Government  cost  estimate  to  determine  cost 
reasonableness.  Since  the  order  was  to  be  placed  on  the  JIEO  contract,  the 
program  official  was  using  the  same  labor  rates  as  the  contractor  proposal,  to 
determine  its  cost  reasonableness. 


Recommendations,  Management  Comments  and  Audit 
Response 


Redirected  Recommendation.  As  a  result  of  management  comments,  we 
redirected  Recommendation  B.  1 .  to  the  Director  of  Acquisition  Education, 
Training  and  Career  Development. 

Director  of  Defense  Procurement  Comments.  The  Director  of  Defense 
Procurement  stated  that  it  was  beyond  the  scope  of  the  procurement  management 
review  to  identify  all  members  of  the  acquisition  workforce.  Their  effect  was 
limited  to  acquisition  workforce  in  the  contracting  career  field.  The  Director 
suggested  that  a  larger  identification  of  the  acquisition  workforce  outside  by  the 
contracting  office  should  be  directed  to  the  Director  of  Acquisition  Education, 
Training  and  Career  Developments. 

B.l.  We  recommend  that  the  Director,  Acquisition  Education,  Training  and 
Career  Development  assist  the  Defense  Finance  and  Accounting  Service  with 
the  identification  of  all  personnel  that  are  part  of  the  DFAS  acquisition  work 
force  and  ensure  that  they  meet  the  qualification  requirement  of 
DoD  5000.52-M,  “Acquisition  Career  Development  Program. 

B.2.  We  recommend  that  the  Director,  Defense  Finance  and  Accounting 
Service: 


a.  Identify  and  report  to  the  Under  Secretary  of  Defense  for 
Acquisition  and  Technology  all  critical  acquisition  positions  including  the 
persons  serving  in  such  positions  in  compliance  with  D°?,J"*trucU°"  .  ... 
5000.55,  “Reporting  Management  Information  on  DoD  Military  and  Civilian 
Acquisition  Personnel  and  Positions.** 


34 


Finding  B.  Qualifications  of  Personnel  to  Perform  Acquisition  Functions 


b.  Establish  a  career  development  program  for  program  management 
and  acquisition  personnel  to  ensure  that  they  meet  the  training  and 
experience  requirements  of  DoD  5000.52-M.  The  program  should  also  ensure 
that  personnel  not  part  of  the  acquisition  work  force,  but  performing 
acquisition  functions,  receive  sufficient  acquisition  training  to  adequately 
perform  their  acquisition  functions. 

DFAS  Comments.  DF AS  concurred. 
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Scope  and  Methodology 


Audit  Scope.  Our  review  focused  on  the  procurement  actions  of  DFAS 
headquarters,  DFAS-Denver,  and  the  FSO-Indianapolis.  We  also  looked  at 
outside  contracting  support  furnished  to  DFAS  by  FISC-San  Diego,  U.S.  Army 
Cost  and  Economic  Analysis  Center,  U.S.  Army  Space  and  Strategic  Defense 
Command,  and  JIEO.  We  interviewed  programming,  contracting,  functional,  and 
technical  personnel  at  the  audit  sites.  We  reviewed  91  DFAS  procurement  actions 
totaling  $330  million.  The  procurement  actions  reviewed  were  dated  from  1988 
through  1997.  In  addition,  we  reviewed  official  DFAS  personnel  records 
maintained  at  the  FSO-Indianapolis,  and  related  documentation  furnished  by  DFAS 
headquarters,  to  determine  the  qualifications  of  DFAS  personnel  performing 
acquisition  functions.  The  review  consisted  of  43  DFAS  individuals. 

DoD-wide  Corporate  Level  Government  Performance  and  Results  Act 
(GPRA)  Goals.  In  response  to  the  GPRA,  the  DoD  has  established  6  DoD-wide 
corporate  level  performance  objectives  and  14  goals  for  meeting  these  objectives. 
This  report  pertains  to  achievement  of  the  following  objectives  and  goals. 

•  Objective:  Fundamentally  reengineer  the  Department  and  achieve  a  21st 
Century  infrastructure.  Goal:  Reduce  cost  while  maintaining  required  military 
capabilities  across  all  DoD  mission  areas.  (DoD-6) 

DoD  Functional  Area  Reform  Goals.  Most  major  DoD  functional  areas  have 
also  established  performance  improvement  reform  objectives  and  goals.  This 
report  pertains  to  achievement  of  the  following  functional  area  objectives  and 
goals. 


•  Acquisition  Functional  Area.  Objective:  Delivering  Great  Service. 
Goal:  Create  a  world-class  learning  organization  by  offering  40  or  more  hours 
annually  of  continuing  education  and  training  to  the  DoD  acquisition-related 
workforce.  (ACQ-1.4). 

•  Financial  Management  Functional  Area.  Objective:  Strengthen 
Internal  Controls.  Goal:  Improve  compliance  with  the  FMFIA.  (FM-5.3). 

General  Accounting  Office  High  Risk  Area.  The  General  Accounting  Office 
(GAO)  has  identified  several  high  risk  areas  in  DoD.  This  report  provides 
coverage  of  the  Defense  Contract  Management  high  risk  area. 

Audit  Period,  Standards  and  Locations.  We  performed  this  economy  and 
efficiency  audit  from  March  1997  through  December  1997  in  accordance  with 
audit  standards  issued  by  the  Comptroller  General  of  the  United  States  as 
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implemented  by  the  Inspector  General,  DoD.  Accordingly,  we  included  a  review 
of  management  controls  considered  necessary.  No  statistical  sampling  procedures 
or  computer  processed  data  were  used  during  the  audit. 

Contacts  During  the  Audit  We  visited  or  contacted  contractor  personnel  and 
individuals  and  organizations  within  DoD.  Further  details  are  available  upon 
request. 


Management  Control  Program 


DoD  Directive  5010.38  “Management  Control  Program,”  as  revised  August  26, 
1996  requires  DoD  organizations  to  implement  a  comprehensive  system  of 
management  controls  that  provides  reasonable  assurance  that  programs  are 
operating  as  intended,  and  to  evaluate  the  adequacy  of  the  controls. 

Scope  of  Review  of  the  Management  Control  Program.  We  reviewed 
management  control  procedures  related  to  procurement  of  contractor  support 
services  at  DFAS  headquarters,  DFAS-Denver,  and  the  FSO-Indianapobs. 


Adequacy  of  Management  Controls.  We  identified  material  management 
control  weaknesses  as  defined  by  DoD  Directive  5010.38.  DFAS  management 
controls  were  not  adequate  to  prevent  program  officials  from  directing  sources  of 
procurements  and  to  ensure  personnel  were  qualified  to  perform  acquisition- 
related  functions.  DFAS  personnel  did  not  adhere  to  procurement  policies  and 
procedures  in  awarding  procurements.  Controls  were  also  not  adequate  to  prevent 
the  intermingling  of  contractor  personnel  with  DFAS  personnel.  In  addition  the 
DFAS  procurement  system  provided  the  potential  for  mismanagement  as  DFAS 
personnel  performing  acquisition  and/or  program  management  functions  were  not 
adequately  trained  to  perform  those  fimetions.  Recommendations  A.  1  .a.,  A. l.b., 
A.2  a.,  A  2.b.,  A2.c.,  A2.d.,  A.2.e.,  A.2.f.,  A.2.g„  A.2.h.,  B.I.,  B.2.a.,  and  B.2.b. 
will  correct  the  management  control  weaknesses.  A  copy  of  the  report  wul  be 
provided  to  the  senior  official  responsible  for  management  controls  at  DFAS. 


Management*!  Self  Evaluation.  DFAS  headquarters  had  identified  an  assessable 
unit  titled  “Acquisition  Process”  and  had  scheduled  a  review  of  this  unit  to  be 
completed  by  June  30, 1997.  However,  the  review  was  not  completed  until 
July  30  1997  by  the  DFAS  Acquisition  Support  Organization.  The  self-evaluation 
showed’  that  DFAS  found  an  uncorrected  material  weakness  in  its  acquisition 
process  concerning  the  safeguarding  of  procurement  information.  DFAS  has 
planned  milestones  that  will  correct  and  validate  the  weakness  by  the  end  of  fiscal 
year  1999. 
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Summary  of  Prior  Coverage 

Inspector  General,  DoD,  Report  98-132,  “Procurement  Practices  and  Procedures 
for  Obtaining  Contractor  Support  at  Defense  Finance  and  Accounting  Service, 
Denver,  Colorado,”  May  8, 1998. 

Inspector  General,  DoD,  Report  98-099,  “Audit  of  the  Continued  Use  of  a  Single 
Contractor  for  Contract  Reconciliation  Work,”  Apnl  2, 1998. 

Inspector  General,  DoD,  Report  No.  94-054,  ‘Fund  Control  Over  Contract  w 
Payments  at  the  Defense  Finance  and  Accounting  Service-Columbus  Center, 
March  15, 1994. 
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Office  of  the  Secretary  of  Defense 


Under  Secretary  of  Defense  for  Acquisition  and  Technology 
Deputy  Under  Secretary  of  Defense  for  Acquisition  Reform 
Director,  Defense  Procurement 

Director,  Defense  Logistics  Studies  Information  Exchange 
Under  Secretary  of  Defense  (Comptroller) 

Assistant  Secretary  of  Defense  (Public  Affairs) 


Department  of  the  Army 

Auditor  General,  Department  of  the  Army 


Department  of  the  Navy 

Assistant  Secretary  of  the  Navy  (Financial  Management  and  Comptroller) 


Department  of  the  Air  Force 

Assistant  Secretary  of  the  Air  Force  (Financial  Management  and  Comptroller) 


Other  Defense  Organizations 

Director,  Defense  Contract  Audit  Agency 
Director,  Defense  Logistics  Agency 
Director,  Defense  Finance  and  Accounting  Service 
Director,  National  Security  Agency 

Inspector  General,  National  Security  Agency 
Inspector  General,  Defense  Intelligence  Agency 

Non-Defense  Federal  Organizations  and  Individuals 

Office  of  Management  and  Budget  . 

Technical  Information  Center,  National  Security  and  International  Affairs  Division, 

General  Accounting  Office 
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Chairman  and  ranking  minority  member  of  each  of  the 
following  congressional  committees  and  subcommittees: 

Senate  Committee  on  Appropriations  .  . 

Senate  Subcommittee  on  Defense,  Committee  on  Appropriations 
Senate  Committee  on  Armed  Services 
Senate  Committee  on  Governmental  Affairs 

House  Committee  on  Appropriations  .  . 

House  Subcommittee  on  National  Security,  Committee  on  Appropriations 

House  Committee  on  Government  Reform  and  Oversight 

House  Subcommittee  on  Government  Management,  Information,  and  Technology , 
Committee  on  Government  Reform  and  Oversight  .  .  ,  T  .. 

House  Subcommittee  on  National  Security,  International  Affairs,  and  Criminal  Justice, 
Committee  on  Government  Reform  and  Oversight 
House  Committee  on  National  Security 
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Final  Report 
Reference 


Recommen¬ 

dation 

Redirected 


Office  of  the  Under  Secretary  of  Defense 
Comments 


OFFICE  of  the  under  secretary  of  defense 

rooo  ocrtNtc  rCNTAOON 
WASHINGTON,  DC  *0301-3000 

AU0  Il«  1991 


"dpTcpa 


KCMOKAmxm  FOR  INSPECTOR  C8MSRAL.  DEPARTMENT  OP  DEFENSE 


SUBJECT: 


Draft  of  a  Fropoaed  Audit  Sapor t  on  Contracting  for 
Da fans a  Financa  and  Accounting  Sarvica  Support,  datad 
Juna  II.  1991  (Projact  Mo.  7OC-®009.02) 


Tha  subject  draft  raport  nada  three  reecsnendetions  to  my 
of f ica.  My  cosmanta  ragardi ng  thoaa  racoariandatioxis  ara  as  follows: 

- -  t.l.i.  .  IMM  •  WMMlW  t.  Oil  DOB  COBtr.etinB 

ottultMlMi,  SZroefelo*  tkoo  to  *oir  .ad  oft*  competition 

occur.,  ndoqwto  ju.tltic.tloo  tad  doeuaoot.tioo  oototo  lotor. 
co.tr. ct*  or  dollvory  oriort  or.  wwM,  and  roqulrooooto  oro  within 
tha  aeopa  of  sslstlng  contracts. 


Tha  ganaral  natura  of  auch  a  memorandum  would  limit  its  affact. 
Tha  procurement  workforca  is  alraady  awara  of  tha  naad  for 
competition,  doeiaaontotion  ond  working  within  .cop*.  Sondtng  out  ^ 
ouch  a  r.nindvr  dilute,  th.  inpoct  or  nor.  .pacific  policy  oomor.nda. 
Though  ouch  o  nowor.ndua  would  bo  oety  to  produce.  I  requo.t  you 
reconsider  this  reconwandation. 


Doccowondotlon  A  .1.0.  -  Conduct  o  proewroaoat  MU«mt  rowlow  of 
tha  Da  fans  a  Finance  sad  Accounting  Sara ica  during  fiscal  year  1999  or 
at  tha  aarliaat  possible  tine. 

A  Procurement  Management  Raviaw  was  conductad  at  DFAS  from 
July  20  through  August  1,  199®.  A  final  raport  is  expected  to  ba 
lssuad  by  tha  and  of  September. 


indatlon  t.l.  -  Wo  rtewsf  that  tha  Director,  DafaM# 
Irooumtf  U  oaerdinafclon  with  tha  procurement  oeasgamamt  rarisw 
•sisr  >.rw»rrt.tio»  A.l.b.,  assist  ths  Bsfansa  fisooa  wj 
no  coast  lag  Sarriss  with  tha  idantlficatlso  of  all  personnel  that  ara 
part  Of  tha  Sftl  aoguisitioa  weak  fare#  and  anaura  that  they  tha 

qualification  requirement#  of  ®oD  SOIMJ-I,  -Acquisition  Carssr 


It  is  beyond  ths  scops  of  t  Procurement  Management  Review  to 
identify  all  members  of  tha  acquisition  workforca  of  a  particular 
organisation.  Ths  primary  focus  of  a  FMR  is  ths  contracting  ***l*®‘ 
lo  accordance  with  tha  Dafsnss  Acquisition 

(DAWXA)  all  members  of  tha  contracting  caraar  field  (1102  sarias) 
ara  nwsfeere  of  ths  acquiaition  workforca.  Thua  no  further 
idantification  ia  nseassary.  Tha  FMR  caan 
DAWIA  qualifications  of  tha  contracting  workforca.  .f  tha 
idantification  of  tha  members  of  tha  acquiaition  workforca  in  tha 
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larger  DP  AS  organisation  out*  Ida  the  contracting  ott  ice  is  required, 
this  racosnendet ion  should  bs  dirsctsd  to  tbs  Director  of  Acquisition 
Education ,  Training  and  Caraar  Development. 


My  point  of  contact  in  this  natter  is  $ tavan  Cohan.  Ha  can  bs 
rsachad  at  OS-1571. 


Elaanor  R.  Spactor  * 

Oiractor  of  Dafenae  Proeuramant 


Defense  Finance  and  Accounting  Service 
Comments 


DEFENSE  FINANCE  AND  ACCOUNTING  SERVICE 

till  ilFFCMON  DAVIS  MICH  WAV 

ASUNOTON.  VA22240>«aSI  gp  gQQ 


MEMORANDUM  FOR 


DIRECTOR,  CONTRACT  MANAGEMENT  DIRECTORATE, 
OFFICE  OF  THE  INSPECTOR  GENERAL,  DEPARTMENT  OF 
DEFENSE 


SUBJECT:  Draft  Audit  Report  on  Contracting  for  Defense  Finance  tod  Accounting  Seme* 
Support  (Project  No.  7CK-8009.02) 


This  it  in  response  to  your  June  18, 1998,  memorandum  requesting  Defense  Finance  and 
Accounting  Service  (DFAS)  comments  on  the  subject  report  DFAS  concurs  with  the 
recommendations  and  findings  of  the  subject  report.  Specific  comments  are  provided  in 
Attachment!. 


DFAS  is  committed  to  improving  its  acquisition  program.  In  1996,  we  identified  die 
problems  related  to  the  lack  of  a  DFAS  acquisition  infrastructure.  We  requested  and  received 
procurement  authority  from  the  Director,  Defense  Procurement  Although  we  have  endeavored 
to  implement  and  improve  our  acquisition  program,  we  recognize  that  change  of  this  magnitude 
takes  time.  We  will  use  your  report  to  assist  us  in  die  continued  refinement  of  our  acquisition 
program  and  in  the  strengthening  of  our  management  controls. 


Should  you  need  additional  information,  please  contact  Mr.  Gary  W.  Maxam,  Director, 
Acquisition  Support  Organization,  at  (703)  607-5709.  We  appreciate  the  opportunity  to 


Attachment 
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COMMENTS  AND  RESPONSE  TO  RECOMMENDATIONS 
IN  DRAFT  IC  REPORT  ON  CONTRACTING  *®R  DEmiSETOMNOE  AND 
ACCOUNTING  SERVICE  SUPPORT  (PROJECT  NO.  7CK-A009.ro) - 


Wt  recommend  that  the  Director,  Defease  IWw»»I  Issue  * 

D.D  contacting  atganfaatloai,  directing  them  to  win  Mr  aad  epea '*•■***“•* 
ulMiitt  awl  doc  amen  tatloa  ditto  before  contacts  or  delivery  order*  ore 

awarded,  aad  reqalrewento  are  wHhia  the  scope  of  existing  contracts. 

RESPONSE: 

DFAS  will  comply  with  all  memorandums  issued  by  the  Director,  Defense  Procurer®®- 


Wo  recommend  that  the  Director,  Defease  Procurement  conduct  a  procurement 
■aaagemeat  review  of  the  Defease  Finance  aad  Accounting  Service  during  flecal  year  1999 
or  at  the  earliest  possible  time. 

RESPONSE 

A  procurement  management  review  was  conducted  July  20  -  August  7, 1998. 


We  recommend  that  the  Director,  Defense  Finance  aad  Accounting  Service,  banco 

memorandum  to  Defaaao  Finance  and  Accounting  Sendee  Director,  atottogthnlpnat 

acquisition  policy  had  not  alwaya  boon  adhered  to  and  that  any  ** 

personnel  of  Defease  Finance  and  Accounting  Service  Regulation 

Authority  and  Policy,"  will  not  be  tolerated  and  appropriate  action  wffl  ho  taken. 

RESPONSE: 

Concur.  The  eatinulcd  completion  date:  September  30, 199S. 


We  roeemmwd  that  the  Director,  Defense  Finenee  and  Accounting  Service, 
Incorporate  the  Federal  Acquisition  Ragubtton  raqulramaato  o«  d»veloptog  neqnbWon 
alaastete  Defease  Finaaea  aad  Accounting  Service  Rognbtioa  4J00.1-R  to  ansurc 
laslmum  competition.  The  rvgubtioa  should  mtohUsh  aequbitioa  mileetonM  to  achieve 
mlnia  eompetitWm. 
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COMMENTS  AND  RESPONSE  TO  RECOMMENDATIONS 
IN  MUTT  1G  RETORT  ON  CONTRACTING  TOR  DEFENSE  FINANCE  AND 
_ ACCOUNTING  SERVICE  SUPPORT  (PROJECT  NO.  7CK-SM9.01) 

RESPONSE: 

Coocur.  Defcaae  Finance  «od  Accounting  Service  (DFAS)  Regulation  4200. 1-R, 
“Acouiiition  Authority  ud  Policy,"  wUl  be  amended  to  incorporate  the  development  of 

acquisition  plans  and  raitente  the  tequiiemeat  to  eomprte  procurements.  Emmated  completion 

dale:  December  31, 199$. 


We  reearemsud  that  tho  Director,  DeStnae  Finance  and  Accounting  Sendee,  direct 
Dcfeaae  Plaanee  and  Accounting  Service  headquarter.*  legal  •O*  te  rwUw  ad  approve 
■it  roque.  ti  to  ass  existing  contracts. 

RESPONSE; 

Concur.  DFAS  contracting  officers  will  comply  with  FAR  Part  1.6  and  aeek  legal  advice 

prior  to  the  approval  of  tequesU  for  uae  of  exiating  contracts  adminiaterod  external  of  DFAS. 
Estimated  completion  date:  September  30, 199$. 

COMMENT: 

With  respect  to  tiw  audit  recommendation,  note  that  the  draft  audit  does  not  establish 

what  is  meant  by  “existing  contracts,"  and  seems  to  indicate  the  tenn  extends  to  contracts 

established  in  part  to  meet  DFAS  requirements,  such  as  DISA's  Defense  Enterprise  Integration 
Services  (DEIS)  contract  fat  drift  IWft  PMCT  ? 

ncommendation  to  meant  to  concern  proposed  orders,  modifications,  and  other  contract  actions 
involving  the  exercise  of  contracting  authority  external  to  theDFAS-Acquirition  Support  _  _  ^ 
OnzAnization  (ASO\  «nd  tfas*  the  recommoxlation  U  similar  in  scope  to  section  C.13.5  off  DFAS 
42001-rT  “Acquisition  Strectuie  and  Authority",  which  states  that  “approve  must  be  obttwed 
through  DFAS-ASCVC  for  any  requirement  for  external  support  that  could  result  in  a  contracting 

action."  However,  this  intent  is  not  certain,  and  the  audit  should  define  what  types  of  existing 

contracts"  ate  subject  to  the  proposed  requirement,  snd  should  define  what  is  metnt  by 
“requests."  Docs  “request"  mean  Military  Interdepartmental  Purchase  Requests  (MIPRs),  or  all 
typea  of  purchaae  requests,  or  aomething  elae? 


We  mcommend  that  the  Director,  Dsteac  Finance  and  Accoaatlag  Service,  require 
that  Dafcaao  Ftoanetol  Integrated  Systems  Servicm  ordsn  be  boned  by  the  Delmae  Hanaro 
and  Accounting  Sorvke  Hcadqaarten  Caatracting  Organization  rather  than  the  flaaadol 
Scrvfcm  Organization. 
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COMMENTS  AND  RESPONSE  TO  RECOMMENr^TIQNS 

IN  DRAFT  IG  REPORT  ON  CONTRACTING 
_ ACCOUNTING  SERVICE  SUPPORT  (PROJECT  NO.  7CK4009.02) — 

RESPONSE: 

Coocur.  As  of  July  1991,  the  Defense  Financial  Integrated  Systems 
and  the  Unisys  PIP  contracts  era  now  edminislerad  by  the  headquarters  dement  of  the  DFAS 
AcquiatioD  Support  Organization. 

RECOMMENDATION  AJa 

We  rucammaud  that  the Director, Defense Flnaace and  Accounting .Sendee,  direct 
Defense  Plaenee  and  Acceaatiag  Sendee  Dtrecton  to  address  nny  contracting  issues 
4irect]y  in  Ike  Director,  Resource  Management  Deputatc. 

RESPONSE: 

Concur,  The  Head  of  the  Contracting  Activity  (HCA)  position  will  be  pLmed  within  the 
Ueedquarten  structure  on  en  equal  level  with  all  other  Headquarters  Directors.  Estimated 
completion  date:  December  31, 1998. 

COMMENT: 

p_.~~.~~t..;™  i,  that  Directors  within  DFAS  should  address  contracting-related  issue* 
directly  to  the  Director,  Resource  Management  Deputise  (DFAS-HQ/C).  This  recommendation 
i,  based  on  concerns  expressed  by  DFAS-ASO  personnel  ihmTJeputste  directors  „ 

mprosehing  the  supp^offirc  on  contracting mettm  end  might  be  esetting  undue  mftrenice. 

™»rrTlf  implemented,  the  recommendation  will  result  in  establishment  of  a 
SS^Si^Stn«S«lSdUsues  are  elevated  to  an  incUviAisl  who  UsesJor  tothe 

HCA  within  DFAS.  Cuncntly,  the  HCA  is  the  Deputy  Director  for  Customer  Service  and 

Administration  (DFAS-HQ/CE).  Conceptually,  such  a  practice  would  rcemr** 

external  influence  on  the  HCA  or  his  subordinates  As  reflected  in  FAR  2.101,  *e  contracting 

activity"  u  the  element  of  in  agency  designated  by  the  agency  bead  end  dckgaied  broad 

authority  regarding  acquisition  functions,  end  the  HCA  is  the  official  who  has  overall 
responsibility  for  managing  the  contracting  activity.  If,  given  the  organizational  imreture  of 
DFAS  it  is  eppropriate  to  make  DFAS-HQ/C  responsible  for  addressing  contract-related  wies, 
it  may  bi  elevate  the  pceition  of  HCA  to  the  Depurate  level;  mo*  regulatory  HCA 

fonctions  then  could  be  reddegaied  haek  to  DFAS-HQ/CE. 

BE/YIMMENDATION  AJ.t 

We  ncemmend  that  the  Dhrecter,  Defense  Finance  and  Accounting  Sendee,  provide 
saoarate  alike  epeces  for  eU  contractor  peraennei  weridag  et  the  Defease  Flaanee  aad 
Accoaatiag  Service  headquarters  and  Add  eflkes  and  require  IkaUppreprlate 
iieutiDeatioa  be  warn  at  all  dace. 
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.-gsssss&^&sr 


RESPONSE: 


tat*ly  concur.  S^.0 

contractor  pctoocpd  at PFAS  headquarter*  gatimatod  completion  date: 

that  contractor  penoonel  wear  appropriate  identification at all  tune*. 

December  30, 1991. 

depends  upon  the  nature  of  the  work  to  be  performed. 

prrOMMETflMx,ow 

We  rirr - 1  that  the  Director,  Defense  Flaaaee  ut  Accaaatlag  Service,  eeieree 

the  Secretary  ef  Detaee  gaidanee  oe  Economy  Act  order*. 

RESPONSE: 

Concur.  Policy  h~  been  lacotpomtod  taDFAS 
12. 199T°The  memorandum  to  be  pubUd^db  Recommendation  K.2*  will  eddreoi  uui  w»ue. 

Eitimaled  completion  date:  September  30, 199*. 

RgroMMENDATIONAIk 

We  recoeuntad  that  the  Dtaetor,  Data** 

Cerpe  ratio*. 

RESPONSE: 

^”SSS=SSS==. 

J^icomnct  Eatimaled  completion  di*e: September 30, 1991. 

Hy^MMENPATION  B.I. 


4 


Defense  Finance  and  Accounting  Service  Comments 


55 


Defense  Finance  and  Accounting  Service  Comments 


COMMENT: 


The  Director  of  DFAS  did  not  Ratify  propim 

***  of^DoDCoapoocotAttjoWto. 

by  the  Seaetsiy  of  Defense,  breed  jrffi£^^Brteoncun«iceaoh»pta 


Egg^^g=5“ 

-£•»<*  “  n™ 

1996,  the  P»y*Bt  v  itrtimr*"1  *****  etoU*  project  officer*.  beadquirteri 

Di«ctoc  for  Syrian. '***^1^2 «JSoo  treinio«to«tUfy  the  intent  of  the 
■ctioo office*, «"d  support &d^q£*ly, ™« than  40 individual, have 

requested  for  Fiscal  Year  1999. 
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„  draft  ,g  iw***  «® 

^  ^ACCTUNTWC  SttBVlCE  SUPPORT  (PROJECT  NO.  7CK-S0M.01) - 

GENERAL  COMMENTS 

The  following  provide*  comment*  oo  ipedfic  finding*  within  the  draft  report. 

Pnge3-A»dttBaekgr*nad 

In^ayaUmitotlutf  the  top  Line  read. 
tyatetna  for ..." 

PageS-AndKBockgrauad 

Tbe  draft  audit  report  makm  the  atetemem  “The  Deputy  Director  Resource 

Management,  DFAS  Center  Directon,  and  the  Director  of  (fag  FSO  wtft  dekgated 
ISftodttehocity  to  approve  acquiaitioo  request*."  flue 

ij^. .  .»o.y 

SSS^^t&W?!2S(SSS5jS«. 

U  teferencedinlhe  DFAS  Regulation  4200. 1 ,  "Acquisition  Structure  and  Policy,  dated 
June  2, 1991. 

Page  7  -  Finding  A  “Selecting  Searte*  #f  Contractor  Support" 

Hie  draft  audit  report  repeatedly  atete*  there  wa*  a  lack  of  a  Juatification  and 
Autborizaiion  for  Other  Than  Full  and  Open  Competition  ( JAA) 
wiInd^oiteDeli  very /Indefinite  Quantity  (ID1Q)  typeeootrart. 

£  OOUifl  or  feVll  a  JAA  ia  not  required  for  onkn  under  ©IQ  wotncti  Additionally* 
ttSHUfl  »  ^ttoYaynUu  is  not  mquimd  for  contract  action.  wh«  the 

exiiting  contract  waptevioualy  lynopmaed  in  auflicieatddail  to  oon^^ythtee^ 

jcquiKinents  of  FAR  5.207,  “preparation  and  transmittal  of  synopses, 
current  contract  aclioo.  If  the  existing  < contract. referred 
drtailto  comply  with  FAR  and  the  aeope  included  other  agencies,  e.g. 
orfexiotberwiae  were  in  scope,  then  neither  a  JAA,  nor  a  aynopaia  would  be  mauled. 

Pag*  11  -Finding A  “Inherently Government Fanetioma." 

DFAS  takes  exception  to  the  report  comments  en  page  11,  which  atrte  that 
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GENERAL  COMMENTS  ON  FINDINGS 
IN  DRAFT  IG  REPORT  ON  CONTRACTING  FOR  DEFENSE  FINANCE  AND 
ACCOUNTING  SERVICE  SUPPORT  (PROJECT  NO.  7CK-W0S.03) 

Dr.  H»mre,  that  Mated  we  were  oot  «<Jequ»tely  ■'raging  our  projects  at  the  HQ  or  ^  ^ 
executive  level.  The  capabilitie*  ofthc  tool  a«  baaed  on  recommanrfationa  of  the  OAO 
p,.  «~4  naaitfng  the  atalua  ofptogmni.  Tecolot*  doe*  not  develop  ormanage 

~cific  antes*  pUne  or  eepenle  pojecta,  mat  do  they  ralyae  Information  or  data  in  the 

automated  atrategic  business  plan.  They  provide  only  the  mechanijoi  and  inatnictioni  on 
ihe  tool  for  the  DFAS  itaff  to  receive  tod  evaluate  the  dataTinfonnatioa 

Pag*  u  .  Flatting  A  -Contract  Support  Orgaehattoa »  Oetrida  tfMT 

The  draft  audit  report  confuae*  the  use  of  the  NIH  contract  tot  the  purchase  of 
Persona!  Computers  (PCt)  with  the  use  of  a  bod-DoD  contacting  office.  While  the  NIH 
contract  is  a  ooo-DoD  contract,  it  was  put  in  place  for  government-wide  use. 
Additionally,  DoD  contracting  offices  ire  able  to  use  the  NIH  contract  without  using  the 
NIH  contracting  office.  In  essence,  DFAS  awirds  and  administers  the  orders  it  awards 
jfbr  DFAS  requirements  this  contract.  Therefore,  the  draft  sudit  report 
inappropriately  applied  the  Economy  Act  requirement  to  the  use  of  the  NIH  contract 
The  Economy  Act  determination  refers  to  die  use  of  a  non-DoD  contracting  office  as  the 
audit  report  implies.  In  the  case  of  the  NIH  orders  for  PCs  referred  to  in  the  report, 

DFAS  contracting  offices  executed  the  orders  themselves  and  did  notuscNUTs 
contracting  office  to  place  the  orders  for  them  It  should  also  be  noted  that  DFAS 
contracting  offices  place  orders,  not  the  FSO.  The  FSO  U  not  a  contracting  office. 

Page  11*19*  Finding  A  "Work  Directed  to  Subcontractors  through  New  Contracts" 

DFAS  disagraea  that  program  officials  directed  work  to  preferred  subcontractors. 
Two  task  orders  (009  and  0013)  cited  as  examples  of  work  directed  to  subcontractors 
were,  in  fact,  competitively  awarded  orders  duough  the  DFISS  contract  In  both  cases, 
prime  contractors  and  their  subcontractor  made  verbal  presentations  of  their  technical 
proposals  to  program  officials  and  the  contracting  officer  awarded  the  orders  using 
appropriate  procedures  and  documentation.  Both  awaida  were  justified  baaed  on  best 
value  to  die  Government  and  program  officials  made  no  efforts  directly  or  indirectly  to 
direct  work  to  a  preferred  contractor.  The  example  cited  in  die  report  (page  II)  also  does 
not  take  into  consideration  dial  tte  low  offeror,  although  1351,907  lower  than  the 
successful  offeror,  only  received  an  adjectival  rating  of  “feiT  on  the  technical  proposal; 
had  a  risky  technical  approach;  and  did  not  submit  his  price  proposal  in  accordance  with 
the  requirements  of  the  solicitation.  Consequently,  those  examplea  are  both  misleading 
and  inaccurate. 

Page  19  *  Finding  A  “Work  Directed  to  Subcontractors  Through  New  Contracts" 

The  draft  audit  report  misstates  the  requirements  regarding  award  of  General 
Administration  Services  (GSA)  orders.  The  language  in  FAR  1.404(b)(2)  does  not 
require  that  quotes  be  solicited  from  more  than  one  GS A  vendor.  It  rtafea  “should"  not 
skill »  Whether  more  than  one  quote  is  solicited  b  a  matter  of  discretion  of  the 
contracting  officer. 
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IN  DRAFT IC  RElSS^JcSrSSwG ^ TORDEFENSE ^ 
WPA^WTWC  SERVICE  SUFFORT  (PROJECT  NO.  7CK-SOW-OIJ - 

rift  21  -Finding  A 

**  »  A.bwSrf- 

of  e~h  <*£  we*  unknown  at  the  time  *!*««“« 
®  P  _ t  t  xu«e  rjnfta  Mt  Invalidate  the  competition  on  the  base  contract  There 

“ ”  ScZ*«ito  of  «•  «*»  “  *■  «•»  m: 

Page  24 -Finding  A  “DFAS  InitJatWm  far  Inapraveaaant" 

5S5eSW^tSS23B&-^ 

^t=£»J2S2=^r 

wd  project  mrir«>«t««nd  wot  in  the  boJintemt  of 

TZZZL  The  fact  that  (be  Deputy  Program  Manager  was  nonac<pdi»tiM  certified 

waals  not  relevant  Systems  Integration  alio  disagrees  that  the  Director,  Pro|p»xn 
“...it  was  his  decision  notfttf  of  the  Acspumoo 

Support  Organization,  bow  to  be*  satisfy  the  requireroert. 

Page  32  -  Finding  B  “Fntnra  Raqnli*«»t»* 

for  DFAS  equipment  and  aoftwire.  In  addition,  acqumtioo  iffvicea  for 
knfttwarg/ioftwart  and  FIP  mppto  provided  hy  Unisys  were  approved  up  through 

EfiS^rflE^  P^ 

•nie  fact  that  specific  tardw«e/sattwss»  and  •>^^^,a,a^^^!Znt.n 
contract  awaridoosnot  allow,  no  was  it  intended  to  allow,  cucumventoon  of  the  DoD 

ifphiHwi  policies  and  procedures. 

page  32  -  Finding  B  “Fntnra  RaqairaaMts” 

The  draft  audit  report  alleges  that  the  Government  has  given  up  e®**0*  °f 
h^dware  buys  under  tbeUnlsy*  contract.  IhseoefflactisBotarequiiesnentii  type 

contract,  but  uIDIQ.  AsawdttheQovarie&eotinay  order  as  much  or  aa  little  as  it 
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general  comments  on  findings 

IN  DRAFT  IG  REPORT  ON  CONTRACTING  FOR  DEFENsE  nN ANCE^ANP 
ACCOUNTING  SERVICE  SUPPORT  (PROJECT  NO.  7CK-M09.02) - _ 

Wilke*,  within  icooe.  The  only  minimum*  were  oo  the  first  year  and  they  h*v* 

for  hardware  that  war  originally  suggested  for  procurement  on  tbc  Unisys 

Pag*  33- Finding  B  “FataraReqalrenaeati" 

JUfmoce  Delivery  Order 0071.  DFAS-FSCVA  received 
twnooal  computers  with  a  recommended  IDIQ  cootiact  as  foe  aource-  . 

forOTAS  to place order*  again*  with  no  father  coc^tl” 
maue^ed  Unisys  to  provide  a  quote.  Unisys  competed  the  lequirameot  (competition 
j.  available)  end  offered  a  price  that  allowed  DFAS  to  purchase  an 

5500.000).  The  unit  price  also 

indixfcd  a  3-year  oo-aile  warranty. 

Page  33*  Finding  B  -Fntore  Requirements" 

The  report  stale*  no  government  cost  estimate  was  performed.  Thisis  inconect 
The  eshmL  ^  the  price  from  the  "commended  ED1Q  (which  ™ 

The  estimated  amount  was  included  oo  the  Amding  documents  as  die  total  amouni 
funded,  which  if  typical  when  hiriwwe  U  being  purchttcd. 
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